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F. Documents From MiscELLANEOUS SOURCES 


NATIONAL ASSOCIATION OF INSURANCE AGENTS, 
New York, N.Y., May 25, 1959. 
Mr. DonaLp P. McHvcGuH, Pe ; 
Counsel, Subcommittee on Antitrust and Monopoly, Judiciary Committee, 
U.S. Senate, Washington, D.C. 


Dear Mr. Counsetor: Do you still like the insurance business? You've been 
working in and around it for about 15 years now and I wonder what effect 
it has had on you. I’ve been working in, around, and for this great industry 
for almost 25 years and the longer I am in it the more I’m impressed with the 
public interest aspects of the business. , 

This is probably the last time you will have to pay much attention to those 
who would offer advice inasmuch as the investigations begin tomorrow. 

The point of this correspondence is to ask you to keep a steady hand on the 
throttle and to use your horn and your brakes sparingly until all of the infor- 
mation is in. 

I doubt that there are many businesses so charged with the public interest. 
I doubt, too, that there is any indusrty outside of banking which requires and 
instills public confidence as much as does this great business of ours. 

I am convinced that how you handle your inquiry will have a great deal to 
do with whether or not confidence in insurance as an institution will be shattered 
or maintained. 

Your dedication to objective consideration of all factors will make your 
inquiry a constructive contribution to the public and to the business. 

I am confident that you are not going into this investigation with the thought 
that something is wrong and you are going to prove it. You became fully ac- 
quainted with this business in the midforties. You found out then what makes 
it tick. I can agree that benefits may accrue to all of us through an honest 
inquiry aimed at finding out what is going on in the business today. 

I was much intrigued with a comment you made in West Virginia. You 
stated, “An equally important question is whether deviations or independent 
filings should be allowed without any previous loss experience within the juris- 
diction. The picture would not be complete without learning whether such 
filings involve loss leader selling and other unfair practices which may con- 
tribute to future dominance by large independents.” 

I was glad that you raised the issue that to fully understand filings, it is 
necessary to inquire into unfair practices which may contribute to the elimina- 
tion of those companies which are not able to defend against them. 

There will always be insurance companies whose guiding hands will conclude 
that they can safely afford to reduce a rate, broaden a coverage, or pioneer a 
new field of indemnity. Manifestly, if this is done within the bounds of financial 
safety to which its then customers are entitled, this is in the public interest. 
Qualified regulatory officials must simply run the test of adequacy on these 
proposals. 

At the same time, it is not beyond the realm of possibility that smaller, less 
financially able companies might come to grief if they attempted to meet such 
competition. 

In your search you will have to have certain standards. Whether something 
is adjudged to be right or wrong will depend upon those standards. I know 
you will choose your benchmarks carefully. 

If you were to assume that the insurance business is like any other business, 
you would be entertaining a fallacy. An insurance policy is not like a com- 
modity, whether the commodity be an automobile, a pair of shoes, or a box of 
cereal. If the insurance business was like these commodities, there would be 
no need at all for the regulation of the prices charged. 

The insurance business is not like a public utility either. A power company, 


for example, operates under a charter which grants it a virtual monopoly in a 
particular area. 
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Insurance, for this reason, is unique. There is no other business to which 
it can be compared. Our rating laws at the State level require that insurance 
rates be fair, adequate, and not unfairly discriminatory. The primary reason 
for a State’s concern with insurance rates is to guarantee to the public that the 
insurance company will be solvent when the time comes to make good on its 
promises. The time for the delivery of those promises may be many years from 
the date when the policy was written. 

Over a trial and error period of many long years the fundamental idea has 
developed that the pooling of experience in ratemaking is a far more accurate 
criterion than is the experience of any one company. The rating laws of the 
various States generally recognize the right of independent companies to file 
rates for themselves or to file a deviation from the rates of a bureau of which 
they are members or subscribers. Such opportunity was thought to be in the 
public interest. 

The question which must necessarily be asked is this: How far is independ- 
ence of action consistent with the public interest and the solvency and the 
ability of these companies to fulfill their policy obligations? 

Ratemaking in our field has never been an exact science because no one knows 
what forces will effect the future. It is true we can be certain of what has 
happened in the past and from these experiences draw inference as to what 
might happen in the future. 

Unbridled competition has proven to be disastrous many times in the past. 
It would leave the way open for independent companies to engage in loss leader 
selling. It would encourage any company to enter a particular field at little or 
no profit in order to skim off the best risks. Disastrous price competition would 
be invited if only judgment expense figures of a particular company was used, 

I hope that you will find useful the following brief summary of the history 
of ratemaking in our country. The lessons of history must be carefully consid- 
ered in weighing any recommendation that independent ratemaking is the solu- 
tion to whatever it is that ails the insurance industry. 

From 1750 to 1810 few companies were in existence and conditions were fairly 
stable. From 1810 to 1850 spasmodic attempts were made at ratemaking in 
unison, but the period was characterized by free competition. During this 
period numerous companies failed and the remainder failed to realize a profit, 
many actually suffered impairments in capital. 

From 1850 to 1866 rate cutting continued with demoralizations in the industry 
and again various attempts were made to stem the tide. One of these attempts 
was the formation of the National Board of Fire Underwriters in 1866, at a time 
when inadequate rates were bringing chaos to the business. The chairman of 
the organizational meeting of the National Board of Fire Underwriters said at 
the time: “Without an organization of this kind, insurance companies would be 
in a position of Kilkenny cats; they would devour each other and leave nothing 
but the tips of their tails.’ 

From 1869 to 1876 the national board exercised jurisdiction over local board 
rates. However, the Chicago fire of 1871, the Boston fire of the next year, and 
the panic of 1873 hit the fire insurance business quite hard, causing many com- 
panies to fail. Those that remained began cutting rates in order to increase 
revenue. 

By 1877 all attempts at ratemaking were abandoned because of the wide 
spread rate cutting of various companies. 

The early 1880’s saw the emergence of large regional rating organizations 
in an attempt to stabilize the industry and again establish uniform rates, 
However, in the latter years of the 1800’s and the early years of the 1900’s, a 
number of States passed so-called anticompact legislation based on the popular 
belief that these regional organizations created monopolies. 

By 1911 the insurance commissioners were beginning to doubt the efficacy of 
such legislation. Some voiced the feeling that cooperation of fire insurance 
companies to make and maintain rates was absolutely necessary if the solvency 
of companies was to be secured, discrimination in rates to be avoided, and uni- 
formity in rates to be effective. 

That same year a special legislative committee in New York State, called the 
Merritt committee, made similar recommendations. At that time, almost every 
company had a different rate. Smaller companies were being forced out of 
business. The Merritt committee recommendations were conclusive in that 
concert of insurers in ratemaking was absolutely essential in order to protect 
the public from the dangers of insolvency. 
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Just so that the record will be complete, I will run the risk of being ridiculous 
by pointing out something to you which you already know and that is, following 
the decision in the SEUA case and the subsequent passage of the McCarran Act 
(Public Law 15) Congress reaffirmed its belief that regulation of the insurance 
business should rest in the States. The all-industry rating bills which followed 
the enactment of Public Law 15 reaffirmed the lessons learned from the history 
of ratemaking, that ratemaking in unison was basically the primary way in 
which was vested the public interest by protecting the solvency of insurers. 

The various rating laws provide means for independent filings and deviations 
within the framework of action in concert in the area of ratemaking. 

Those who would file independently have been extremely active in recent years 
in making rates sufficiently below organizational or bureau rates so that they 
might be able to skim the cream off the low loss ratio business. Some of these 
independents have been successful in doing exactly that. In some cases, it 
would appear that those independent filings have been in the category of loss 
leaders rather than any scientific appraisal of future costs which remain 
unknown. 

An unprecedented rash of cancellations of automobile policies by certain 
earriers after inviting public confidence is a condition which causes one to prick 
up one’s ears. Could these carriers have aimed too low? Are they “hurting’’? 

It is my belief Mr. Counselor, that this type of action merits careful investiga- 
tion by the congressional subcommittee. If every insurance company, or a large 
number of them, adopted the same tactics, our business would be in a chaotic 
condition. These companies would be charging different rates and there would 
be continuing pressure on every producer to drive his commissions lower and 
lower in order to drive prices down. 

To ignore the history of this business, and to encourage irresponsible inde- 
pendent and deviation filings, would be to invite chaos once again, it seems to 
me. History indicates that the swing of the pendulum between the extreme 
points of chaos and overregulation would serve no public good. 

A week ago today I polished up my crystal ball and delivered a speech in 
New York City in which I predicted the flight of any companies from the bureaus. 
I still believe that I am correct and if I may use another analogy I will describe 
the panic which will presently take place as being comparable to the panic 
which strikes chickens when a fox gets into the chickenhouse. 

I believe that some of the majors, many of the medium, and a few of the 
minor companies are planning to desert the bureaus. 

In my talk of a week ago, I did not advance as a reason for the imminent 
desertion from organizations the prospect of the continuation of the investigation 
by the committee of which you are counsel. I do not believe that the Federal 
Government’s activities enter the picture at all. That’s way I didn’t advance Mr. 
O’Mahoney’s committee’s activities as a reason. It is as simple as that. 

Talk about competition. The members of our 34,000-plus agencies will testify 
to the fact that that’s exactly what we have got today. That’s exactly what 
we have had ever since World War ITI. 

As to competition, Mr. Counselor, it is difficult to bring to mind a business 
in which competition is more keen. Every agent and broker knows that he can 
make a selection for his customer on the basis of price and coverage in virtually 
every risk classification in the property and casualty field. 

In connection with the certification of ratemaking organizations within the 
States, to which companies may belong or subscribe, imagine the impossibility 
of attempting to review and pass upon the thousands of rate filings which would 
accrue if no such funnelling was present. Even you folks may be amazed when 
you learn from the commissioners the number of special filings presently being 
treated with by their offices in any given year. 

If everyone goes independent. who will maintain order—the overburdened 
insurance departments of the States? 

Since the day that the stabilizing virtues of cooperative ratemaking were seen, 
nothing (to my knowledge) has occurred that would cause the bureau system to 
appear less valuable or essential to the business of insurance. 

In the early days of the business on this continent, insuring constituted the 
acceptance of a bet by a syndicate. Only spread of risk and a credible volume 
of business converted a gamble into a sensible business enterprise. 

I have every confidence that the forth-coming investigation of insurance rat- 
ing by the congressional subcommittee will accomplish some good. If the in- 
vestigation is approached on the basis of a desire to find the true facts and to 
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clarify the real issues, and if it takes into consideration the past history of 
ratemaking and appreciates the unique position of the insurance business, it 
efforts will be crowned with success. 

We wish you Godspeed. 

Sincerely yours, 

ARCHIE M. Siawssy, President. 


GOVERNMENT EMPLOYEES INSURANCE Co., 
Washington, D.C., August 31, 1959, 

Hon. JosepH C. O’MAHONEY, 

Senate Office Building, 

Washington, D.C. 


Dear SENATOR O’MAHONEY: In response to your request at the close of my 
statement before the Subcommittee on Antitrust and Monopoly on June 3, 1959} 
I am submitting the specific points which in our opinion should be called to the 
attention of the Department of Justice. 

There are three types of restraints upon competition which seem to be con 
trary to the purpose and intention of the McCarran Act, and which in ow 
opinion should be investigated by the Department of Justice in order that i 
may take appropriate action where indicated : 

I. Formal opposition by rating bureaus and other organizations againg 
independent rate filings and applications for rate deviation filed by nop 
member companies. 

II. Tie-in practices of lending institutions, in effect preventing the mort 
gage applicant from placing fire insurance with a company of his choice 
III. Statutory provisions of several States which have the effect of im 
posing uniformity in premium rates and policy forms. 

I. Considerable evidence was presented to the subcommittee concerning th 
practice of certain rating bureaus and other colleective groups in opposing inde 
pendent rate filings or applications for permission to deviate from the bureay 
rates filed by companies which are not members of such bureaus or groups 
Such opposition is usually registered by formal participation in the administratiy 
hearings on the application, or by a judicial proceeding to review an order grant 
ing the application, and while the final decision is generally in favor of the appli 
cant the result of the practice is to delay and harass independent compania 
seeking lower rates than those charged by the bureau companies, and to subje¢ 
them to substantial additional costs. An even greater vice in this practice is it 
tendency to discourage smaller companies from seeking permission to charg 
lower rates, through the threat of expensive and time-consuming litigation. Th 
following instances of this practice have been taken from the record of th 
hearing: 

(1) Representatives of the Insurance Co. of North America testified on May % 
to the bitter opposition by rating bureaus, member companies, and agents’ asso 
ciations through the United States to the use by North America of an inde 
pendent installment premium plan in fire insurance, under which policyholder 
could take advantage of term discounts without paying the full premium i 
advance. This opposition took the form of administrative hearings in 13 State 
followed by extensive litigation in five States, continuing for a period of some 
7 years.2 Similarly, North America’s attempt to file independent rates for fir 
insurance on the dwelling classes, while remaining a subscriber to the fire rating 
organizations on the commercial classes, encountered opposition by the New 
York Fire Insurance Rating Organization (NYFIRO), an association of com 
panies charging the bureau or manual rates. Despite approval of North Amer 
ica’s independent rates by the New York Insurance Department in 1954, litigation 
brought by NYFIRO is still going on.* In three States (Pennsylvania, Illinois 
and North Carolina), North America’s applications for rate deviations on fir 
insurance were opposed by a combination of competitive companies through the 
facilities of the rating bureaus, and although in every case the final decision wat 
in favor of the company, the result of the opposition was to prevent the deviations 
from becoming effective for several years. Because deviations are granted fot 
only 1 year, there is a continuing power on the part of the rating bureaus t0 


1Typewritten record, pp. 880-1047. All other page references in the footnotes are ti 
the mimeographed statements submitted to the subcommittee by the respective witnesses, 
of nat of John A. Diemand, May 27, 1959, pp. 9-10. 

» D. . 
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subject a company to the expense and delay of a hearing each year.‘ North 
America alone, in seeking to establish its right to independence in rates and policy 
coverages, has been involved during the past 15 years in approximately 125 
administrative hearings, court arguments, and court proceedings, in almost every 
case because of opposition of combinations of competing companies operating 
through the rating bureaus.° 

(2) The Allstate Insurance Co. has likewise felt the effects of concerted oppo- 
sition to its attempt to deviate or file independent rates. Allstate’s right to sell 
fire insurance in the State of New York at approximately 20 percent less than 
bureau rates was approved by the New York Insurance Department in August 
1954, but ever since has been the subject of administrative proceedings and 
litigation brought by the NYFIRO and is still in the courts. The printed record 
in the appellate division on one phase of this litigation totaled over 1,500 pages, 
and hundreds of pages of briefs have been filed in the appellate division and the 
court of appeals.° Obviously, such determined and concerted opposition by a 
group of large and financially powerful companies imposes a tremendous burden 
upon an independent company, particularly the smaller ones, and not many com- 
panies are willing to gamble their limited resources in a contest against such 
formidable opponents. Allstate testified that NYFIRO’s opposition to its at- 
tempt to charge lower rates on dwelling fire insurance has cost the company more 
than $78,000 in actual expenses, apart from the salaries of the personnel involved 
in the hearings, and the controversy is not yet concluded.” 

(3) Government Employees Insurance Co. also encountered opposition from 
NYFIRO when it filed an application for permission to deviate 25 percent below 
bureau rates on fire insurance on dwellings. Our company was forced to hearings 
before insurance departments in three jurisdictions, each of which delayed for 
months our ability to pass on a 25 percent savings to policyholders in this field 
of insurance. The hearing before the New York Insurance Department at the 
behest of NYFIRO involved a transcript of almost 700 typewritten pages and 
many weeks of work by our senior officers.* 

The McCarran-Ferguson Act, in exempting the insurance industry from the 
operation of the antitrust laws “to the extent regulated by the States,” expressly 
reaffirms the continuing applicability of the Federal antitrust laws in cases of 
conspiracy and coercion. The tactics of rating bureaus, advisory organizations 
and agents’ associations in collectively opposing rate filings and applications 
for deviation by independent companies would seem to constitute collective co- 
ercion of a competitor through expensive protracted litigation, and to this extent 
would violate both the McCarran Act and the antitrust laws. Even if the local 
law permits formal opposition by rating bureaus to such applications by inde- 
pendents, the abuse of the privilege would seem to transcend the limitations of 
the Federal law. 

II. Another area which we feel should be studied by the Department of 
Justice is the practice of many lending institutions which refuse to accept fire 
insurance policies written by independent companies on dwellings on which 
mortgage financing is being sought. During the 4 years since Government Em- 
ployees Insurance Co. began writing fire insurance on dwellings, our company 
has experienced approximately 200 such instances involving 41 different financing 
institutions throughout the country. We are reliably informed that other inde- 
pendent companies have had similar experience with lending institutions. 

Where the financing institution or any of its principal officers is affiliated 
directly or indirectly with an insurance company or agency, the rejection of fire 
insurance from an independent source would seem to fall within the scope of 
practices prohibited by consent decree entered in the Investors Diversified Serv- 
ices case at the instance of the Department of Justice.® Undoubtedly, some of 
the 41 institutions which have rejected Government Employees Insurance Co.’s 
policies would fall within that category. 

This is an area in which an active scrutiny by the Department of Justice 
should produce results. A questionnaire directed by the Department of Justice 
to financing institutions generally, concerning affiliations or tie-ins, direct or 
indirect, with insurance agencies and insurance companies would, in our opinion, 





a et of W. Perry Epes, May 27, 1959, pp. 13-16. 


d., p. 26. 
‘nan eee. of H. S. Moser, May 29, 1959, pp. 14-18. 
7Id., p. 19. 
whee of David L. Kreeger, June 3, 1959, p. 7; statement of W. Perry Epes, May 23, 
vo,” 


p. 29. 
* Civil No. 3713, D.C. Minn., June 30, 1954. 
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tend to reduce the number of cases in which applications from otherwise qualified 
companies are denied for reasons unrelated to the legitimate interest of the 
financing company in the respensibility of the insurer. 

Ill. A third area relates to the legality of State laws which prohibit inde 
pendent rate filings, such as the laws of Texas, North Carolina, Virginia, and 
Louisiana in automobile and fire insurance, and Mississippi and the District of 
Columbia in fire insurance. The law which perhaps warrants primary attention 
is that of Texas since, unlike the other States mentioned, it prohibits not only 
independent rate filings but also rate deviations in automobile insurance, and 
requires specific permission each year for the payment of a dividend to policy. 
holders. This type of law raises the question whether action which would 
violate the McCarran Act and the antitrust laws if done by a group of insurance 
companies becomes exempt from those prohibitions if it is sanctioned by a State 
law. Stated differently, is a law which prohibits effective competition in in. 
surance rates the type of “regulation” which the McCarran Act contemplated 
when it exempted insurance from the antitrust laws to the extent that it wa 
“regulated” by the States? Is the exemption available if the “regulation” by 
the State merely rubber stamps a level of rates adopted collectively by an asso 
ciation of companies who are members of a rating bureau? If a State law not 
only imposed uniform rates but also prohibited the payment of dividends t 
policyholders out of demonstrated expense savings, there could be little doubt 
that it would not be the type of “regulation” which makes the exemption of the 
McCarran Act available. Since the payment of dividends at the end of the 
policy year is not an effective means of promoting the open competition in the 
insurance market which we think was intended by the McCarran Act, the ques 
tion is presented whether a provision for dividends can validate an otherwis 
invalid restriction upon independent ratemaking. 

We believe a study of the legality of such laws would have an important effe¢ 
upon the encouragement of reasonable competition. If the Department of 
Justice should find that a State law conflicts with the basic intention of th 
McCarran Act, or even if the Department should conclude that the law, whik 
not invalid, imposes an undesirable restraint upon healthy competition, the 
State legislature may be expected to make the necessary amendments. If, o 
the other hand, the Department of Justice should find such statutes to be valii 
under the McCarran Act, Congress could then decide whether the McCarran 
Act should be amended specifically to guarantee the right of independent rate 
making. 

We shall be glad to discuss any of these points with the subcommittee or it 
staff, and to furnish such additional information as may be requested. 

Sincerely, 
Davip Lioyp KReExrceER. 


Srate oF New YorK INSURANCE DEPARTMENT, 
New York, N.Y., May 12, 1959. 
Donatp P. McHvueu, Esq,, 
Counsel, Office of Hon. Joseph C. O'Mahoney, 
U.S. Senate Office Building, Washington, D.C. 


Dear Mr. McHvueH: Superintendent Thacher referred to me your letter @ 
January 29 requesting certain information in regard to ratemaking standaré 
approved or used by the New York department for various classes or lines @ 
insurance for bureau filings as well as independent filings over the past 5 year 
I regret the delay in answering your letter but, as I explained to you last month 
this has really been unavoidable. 

The enclosed data sheets, which are marked N.Y. 1 through N.Y. 15 inclusive 
relate to bureau filings for major coverages. They recapitulate the provision 
made in such rate filings which were accepted by the department during th 
period indicated. I believe they will serve as a general answer to the question 
you asked. 

You will note that for workmen’s compensation insurance, expense provision 
are shown prior to and after giving effect to premium discounts. Discount 
based on premium size also apply to other casualty coverages. 

The profit provisions shown in the rate formulas are prior to Federal incom 
taxes. The department considers these profit provisions to be in addition t 
investment income obtained from capital, surplus, and reserves. 
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The ratemaking standards set forth in the insurance law apply to both rating 
organizations and independent filers. For independent filers provisions for 
losses and expenses, however, have varied from the exact percentage provisions 
accepted in the filings of rating organizations. Where independent filings in- 
yolving rate level differentials from bureau rate levels are made, such filings 
generally have been keyed to lower expense requirements. 

Pursuant to our conversation today, I understand that you will telephone me 
if there may be additional information which we could helpfully supply at this 
time. 

Sincerely yours, 
NEWELL G. Atrorp, Jr., 
Deputy Superintendent. 
RATE FORMULA 


Workmen’s compensation insurance—Filings by New York Compensation 
Insurance Rating Board 

















[Percent] 

Expenses | 1953 1954 | 1955 | 1956 | 1957 

einer re | PIT ene la te 
Production cost eee. / 28 17.5| 17.5 | 17.5 | 17.5 
Taxes, licenses, and fees a5 sepatnett a | 2.5 2.5 2.5 2.5 | 2.5 
Claim adjustment. 7.7 8.0 7.9 7.9 7.9 
Inspection and bureau asege , 2.5 2.5 2.4 2.3 2.3 
Workmen’s compensation board assessment - - 2.6 2.8 | 2.9 as 2.8 
Administration and payroll adjustment - | 9.2 9. 5 | 8.4 8.5 8.5 
Total expenses- Aad Lea. 42.0 42.8 41.6 41.5 43.9 
pO, Ae ee a an eres 2.4 2.5 2.4 2.4 2.4 
OEE EE a eee eee 55. 6 54.7 56. 0 56.1 56.1 
NR is Chin ERS | 100.0} 100.0 100. 0 | 100. 0 100. 0 





There is a catastrophe loading of 1 cent in virtually all classification rates 
applicable to each $100 of payroll. 

Part of the expense requirements of the rate formula are realized from expense 
constants which are applied to risks with standard premium of less than $500. 

Premium discounts reflecting reduced expense are applied to risks with stand- 
ard premium over $1,000. The retrospective rating plan also reflects these 
reduced expenses. Net provisions in premiums after premium discounts are: 

















[Percent] 
Net provisions 
Expenses a mean 
1953 1954 1955 1956 1957 

I a cc ao ee eee 14.3 14.2 14.2 14.2 14.2 
pO eee eee “or 2.5 2.5 2.5 2.5 2.5 
NE, ocinodagigSacccencpausaawsiwuaeees 8.2 8.2 8.4 8.4 8.4 
Inspection and bureau 2.6 2.6 2.5 2.5 2.5 
Workmen’s compensation board assessment. _- 2.8 3.0 3.0 3.0 3.0 
Administration and payroll adjustment 7.9 8.0 7.5 7.2 7.2 
es doinscdankdacaunatugembsweieetecas 38.3 38.5 38.1 37.8 37.8 
ION Siti ccc cccnuhdtinemateeeetaen 2.4 2.4 2.4 2.5 2.5 
MS ioe onc oc. . . a 59.3 59.1 59.5 59.7 59.7 
eee ht) kk eyo} 100.0 100.0 | 100.0 100.0 "100.0 


| 
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RATE FORMULA 
Filings by New York Fire Insurance Rating Organization, fire and extended 
coverage 


[ Percent] 


| Fire revisions Extended 




















aad sities citi tical om coverage 
| revisions, 
September} May June September 

1954 1957 1958 1955 
la pa cet ck ae a pallid idesdeia andl halen 
Expenses (including loss adjustment expenses) _._-.-- 46.5 46.5 | 47.1 | 56.3 
Underwriting profit (including catastrophe allowance) - 6.0 6.0 | 6.0 6.0 
Provision for losses____--- 5) dislad DR den sbiebe sk akteeededes 47.5 | 47.5 | 46.9 37.7 
Ren ae ee ns ees ee 100. 0 | 100.0 | 100. 0 100.0 
ee Na the 7 | _ | 3 ll 





The foregoing covers revisions made during the past 5 years. I 

The profit factor (5 percent for profit and 1 percent for catastrophe) is in | 
accordance with action taken by the National Association of Insurance Commis. 
sioners in 1949 with respect to fire insurance. i 

In regard to expense allowances for fire insurance, the total allowances jp | 
the 1957 and 1958 revisions were those proposed by the rating organization, based 
upon the aggregate of the latest single year’s expenses of stock companies, ag 
consolidated by the National Board of Fire Underwriters under an expense statis. 
tical plan which it adopted in 1951. Under this plan, commissions and brokerage, 
loss adjustment expenses identified with individual losses, taxes, licenses, fees, | 
and board or bureau expenses are specifically assignable to the particular State ip 
which such expenses occur. All other expenses are determined on a countrywide 
basis. The reasonableness of the proposed expense loading was checked against 
average stock company expense data reported in insurance expense exhibits filed | 
by companies with the department for the latest 5-year period. The expense pro. | 
vision in the 1954 fire rate revision was based upon the aggregate of stock com. | 
pany average countrywide expenses for the latest 5-year period. 

A breakdown of the latest available 5-year expense data for review in connec. | 
tion with the department’s consideration of the respective fire rate revisions 
follows: 

















[Percent] 
Period reviewed 
September | May 1957, | June 1958, 
1954, 1951-55 1952-56 
1948-52 
Expenses: 
I ka ed 2.8 2.9 31 
een CUNEO ON ect wn cd nec cuneesccnne 24.6 25.0 25.2 
I hs eect 6.3 6.9 6.9 
i a al 9.3 8.8 89 
TEs 550 8 occ carcthiie cnc ccdaliclontncesniuncabdncnaete 3.4 3.5 a4 
I Mithila acts cise dt ira celia Midas thdininle Ceteehubedobhadinn 46.4 47.1 47.5 


The expense provision for the extended coverage rate revision was based upon 
the aggregate of stock companies’ average countrywide expenses for the 3-year 
period 1951 to 1953 inclusive. A breakdown of the expenses for the period 
follows: 


Percent 
I a a 9.25 
I Ts ae ah a cat tak wh penebibienioncd Beak 26.2) 
I a edd ih eres wikis as Siapaieaade 8.0 
a i ie 9.6 
I rN 3.3 
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In regard to extended coverage, recognition of the fact that major hurricane Ss 
do not follow any regular pattern of frequency or severity is given by review- 
ing the experience over a relatively long period of years. In the 1955 revision 
a 10-year experience period was reviewed (1945-54) which included 2 hurri- 
cane years. 


Provisions in private passenger and commercial automobile liability manual 
rates—Bureau companies 


Percent] 

















January 1953 to August 1955 to | June 1956 to 
August 1955 | June 1956 present 
| : | ; | . | 
| Bodily |Property| Bodily |Property| Bodily |Property 
| injury | damage | injury | damage injury | damage 
——_—_____—_- eee ETT am  enenerere —— \——_——— 
Expenses (excluding claim expenses) : | | 
General administration. -- io 5. 84 | 5. 92 5. 37 5. 42 | 5. 37 5.42 
Inspection, exposure audit, and | | | | 
nah Ate . 98 | 98 | 98 | 99 | 98 99 
Production cost PERE 25. 00 25.00 | 25.00 | 25.00 | 25. 00 25, 00 
Taxes, licenses, and fees..........-.---| 4.95 4.00 4.71 4.00 | 4.72 | 4.00 
TOA. 6 ciecinsece- nonce newnsenn--- 36. 77 35. 90 | 36. 06 35. 41 36.07 | 35. 41 
Losses and claim expense: | | 
Unallocated claim expenmse_..........- | 6.42 | 9. 27 | 6. 00 8.88 | 6.00 | 8. 88 
Losses and allocated claim expense_.-_} 53.41 | 51.38 54. 52 52. 26 | 54. 51 |} 52. 26 
Total__- 5. FUSS ULM SETS 59. 83 60.65 | 60.52 | 61.14 60. 51 | 61.14 
Profit and contingencies---.-- sewaGecosedel 3.40 | 3.45 3.42 | 3.45 3. 42 | 3. 45 
I iia a ahaa et net ad 100. 00 | 100.00 | 100.00 100.00 | 100.00 100. 00 








Nore.—Rates were revised in 1954, 1955 and 1956. See exhibit A for provisions in formula for Mar. 31, 
1959 revision of rates for private passenger automobile. 


EXHIBIT A 


Eapense provisions in private passenger automobile liability manual rates of 
bureau companies 


[Percent] 








| Effective Mar. 31, 1959 
Expenses Wael ier, ri Peraace 
Bodily | Property 
injury | damage 
eo TS cee ab dncaskdncacncnsaceatoune 5. 37 5. 43 
Inspection, exposure audit, and bureau---.-............-.-------.----- il 97 | . 99 
Production cost - SnthGebpontb chonupishatedscnsinankennedn isibbin eh nthcc 20 20 
ERNE: SEU ON, 6. <cncnanaseccacesconcess Sy aeiee-tsesaeaemace tien | 4.85 | 4 
Se niakhcna titiknackacinmaknaknabadcakcdnoundnaenege teas | 31.19 | 30. 42 
EY SEND NOTIN is ckcccadnaawnceueduakoecganausansucéoebees 5. 94 9.12 
PE UN 3. Kant haccincadnnenadsdsucandcdpadamanteteanseiesh 59. 45 | 57.01 
Loss adjustment expense. ...............----.- ug cits a inn isla wings cab cecil Encodes om dans aie cae ee 
ro iierk ah na tainiie dinnn sain Dnamanindeeam ahah akaossnwana denen 65. 39 66. 13 
a eS REET Eh 3. 42 3. 45 
Git hicyisdasae bak ubodwaeae kent sittin abd aaron ag tril emadereaeeta 100. 00 | 100. 00 
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RatTe FORMULA 


Long-haul truckmen automobile liability manual rates of bureau companie 
{In percent] 


SS r-  _um 
January 1953 to present 


ee 

















Bodily Property 
injury damage 
—_—_ — | 
Expenses (excluding loss adjustment expense): t 
EE NII oa ois ace mice Soke wenn esta sncecesessuectenceeda 6. 00 6.0 | 
Inspection, exposure audit, and bureau-----......--...-..-..-----..----- 3.00 3.09 
Production cost.........-.----.----------+-----~-----------.----- icceneeae 15. 00 15.0 | 
SE A IE Re OS shen pnconcincegnandeunkcceanedsasicuiscsssanm 3. 90 3. | 
Se 
Total. .....--.-------------- 222222 nn no nose nse nc secs sense nsesecessosees 27. 90 27.9 | 
 <—————— SE } 
Losses and claim expense: | 
CE Magee CRIN 5 55s sos he side nescence cceesut sentass 7.35 10.4 
Losses and allocated claim expense - ---.....-...-.-..-------- etaataeeane 61. 25 58. 14 
rpms Millie ae 
(Se ee 68. 60 68. 
RINE, tank bask acencehecskbscnddacatnsseuntbasuatsccaiwed 3. 50 3.9 
I acon ececcohiorteceseneshebsa tate siceonmte bnanmabeaabiia 100.00} 100.) 


Norge.—There were no revisions made during this period of zone rates for long-haul truckmen. 


Garage liability, manual rates of bureau companies 
{In percent] 


January 1953 to | September 1954 
































September 1954 | to present 
; cecal ie tila lc tiscali | 
Bodily Property Bodily Property | 
injury damage injury damage 
Expenses (excluding loss —— ment eee: 
General administration _- sub dese cab dkewsaeee 5. 84 5. 92 5. 85 5.9 | 
PAO ince ce nes ncn ence ns gbdbbele$Gsssnsss 25. 00 25. 00 25. 00 25.0 
Inspection, exposure audit, and bureau..-...-___-- Es 3. 89 3. 94 3.90 3.4 
SION OEE TRE. nn occ enn snc nccccanteeeusde- 4.95 4.00 4. 84 4.0 
FE niiakhaaibncei dates eran nape iind Gece a 39. 68 38. 86 39. 59 38. % 
Losses and loss adjustment expense: 3 
Unallocated loss adjustment expense. -._-....---.----- 6. 13 8. 78 6. 11 8.4 
Losses and allocated loss adjustment expense-_--_---- 50. 79 48. 91 50. 89 48.9 
Ret ale i an anc dass pe wanaiewna oon mam 56. 92 57. 69 57. 00 7. 69 
Profit and contingencies_--_- icanecebiislsba alin glasnceceaenanoe wanes 3. 40 3. 45 3.41 45 
a a pc al ae 100. 00 100.00} 100.00] 100.0 





Note.—Rates were revised in 1954. 
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General liability, manual rates of bureau companies 

















[In percent] 
= 
Jannary 1953 | November 
| to Novem- | 1955 to 
ber 1955 | present 
= a stileempnetncnstiigees : a al a 
| | 
Expenses (excluding loss adjustment expense): | 
NN NNER on atilennsatachudduaivankncnidcbachucdcboussou 8.5 8.5 
I Nachle aieeoaeaieatare 25.0 | 25.0 
Inspection, exposure audit, and bureau_...............--...-.-_-- 3.5 4.5 
pe ye eee ee) ee eee 3. 0 3.0 
7 7 a re ae 
a a I ee ee oe 40. 0 41.0 
Se = === 
Losses and loss adjustment expense: 
Unallocated loss adjustment expense..................---..-.--..-.-..-.- 8. 2 7.7 
Losses and allocated loss adjustment expense_._..-.....-..----_-------_- 48.3 47.8 
aos tae kok See eae he gecinenk ate aakinla cay abe ecaiaie mainieateot 56. 5 55.5 
a 3.5 3.5 
—_—_—_—————__—— — ———_] 
SN ks Aninind cath dandiccebel dota Cheninieedbeticunis dnbacdcmaasnien 100. 0 100.0 





Norte.—Rate revisions for various general liability lines were made in 1954, 1955, 1956, 1957, and 1958, 


Elevator liability, manual rates of bureau companies 


January 1953 
to present 





Expenses (excluding loss adjustment and inspection cost) : (percent) 
ROUDTURT PRCT iii sh rca cep sinccinc atins ercce needles cae acs 8.5 
TOR: series lasiclahineacbusanineedbacesiantbaesinalsitisics 25.0 
AENEAN, “OCTANE NEN I i i ice ber crores 3.0 

SO cada a al a a a 36.5 
Losses, loss adjustment expense, and inspection cost-___.__.______________ 60.0 
ee ascent etn tatethitiieniscesnsencigptntdiieemnennitlanhinidenaiies 3.5 

I NINN k siltticailiensteneesithinestbissiicintanctatiilip teins edliiblpeintibeinttstisaan 100.0 


NoTe.—Rate revisions were made in 1955 and 1958. 


Boiler and machinery—Manual rates of bureau companies, January 1958 to 





present 

Expense (excluding loss adjustment and inspection cost) : Percent 
Ian ORE 12.5 
a a ee rnc 30.0 
I; Be CU DOOR nice bmn oe tS 5 4.0 
a a a A lh 46.5 
Losses, loss adjustment, and inspection cost-____.-._______________ 51.0 
rR em ee a 2.5 
I aN 100. 0 


NoTre.—Rates were revised in 1955. 








_ 


Expenses ' 
Gener: 
Produ 
Inspec 
Taxes, 


Tots 


Losses anc 
Unalle 
Alloca 

pens 


Tr 
Profit and 
Gral 


NoTE.— 


Expenses | 
Gener 
Produ 
Inspec 
Taxes, 


Tot: 
Losses anc 
Loss a 


Losses 


Tot 
Profit and 


Gra 


NOTE.— 





ou 


aE TT 


lo 


ao or 


o 


~ 
S 


2 


_ = Sw 


| oon 


. « = 
| ana 


~ 


o 


THE INSURANCE INDUSTRY 4371 


Burglary—Manual rates of bureau companies 
[In percent] 


_ _— 


January 1953 | August 1955 
to August to present 
1055 


— an = ee ———— . ee 


Expenses (ex ‘luding loss adjustment expense): 
General administration................_- sna ‘ : 11.0 10.0 





Production cost ‘ = - 1 - 30. 0 30. 0 

Inspection, exposure audit and bureau-.-_-- aaa ; siesta tented 5 2.0 

UIT CII GN ise es a nas cd clare Bc asd Dcncatanseaticiee Ghee ne 3.0 3.0 

iputip edt deasaeeoae Oe a 

RES Schoen dived pp vblewiandasharet wa : haknwedhenisiethihitaamia 15.5 45.0 
Losses and loss adjustment expense: 

Unallocated loss adjustment expense____- a 4.0 6.1 

Allocated loss — expense; losses (e xeluding loss adjus tment ex- 

pense) .----.--- wae n enn nn nnn nn nen o one eee eee ++ 2 ee eee 46.5 44.9 

eee: Pa chnca ada tenek as uecdtedendsundak abaeenaeagana ie 50.5 51.0 

Profit and conting enc Ein ice inte we annus win nithiadnniedmadnaeddelad d caadaeode 4.0 4.0 

| —— : 

NI GUNNA dct cc ccnch bbieccens AS. i a sascienieenatedeiacas wii | 100. 0 100. 0 





Note.—Rates were revised in August 1955 and October 1958. 


Giass—Manual rates of bureau companies 


{In percent] 














January September 
_ 1953 to 1956 to 
Septem ber present 
1956 
a a cass cs T ee 7 
Expenses (excluding loss adjustment expense): 
Sn: SUC IIIUIR SIAN Sn hs Ne oe 10.0 10.0 
meen OONOS £025 ko ett Macbdbdutied. tobe cuttucas Mart 35. 0 35. 0 
Inspection, exposure audit and bureau...---------.....--................ 2.0 2.0 
Ss EEOC, GUND IONS ooo bis ac Seiad oo i ke ge 3.0 3.0 
tec a ai we a ade ae ee ndolciaaiedes 50.0 50.0 
Losses and loss adjustment expense: 
Eee UINNN CINONNNG isa cc serbian Stes Salar ied Ee 5.2 5.5 
a bate call Neth vines on. oatbepkeindnssatdben bears nemamnabeneiaa cnc ira ee 39. 8 39.5 
I cn ccrmstiasieralichi acid eine mntedi yah aE tite ets kta oe ae teed 45.0 45.0 
Sn SCION... 2... << ccncsinuiwamutndbdsidaedseumdeten el te 5.0 5.0 
I MIU ies Sa tocdeia bee tat ined isis abe Anita aa liaaa sea ee 100. 0 100. 0 








NotEe.—Rate revisions were made in 1954 and 1956. 


47932—60—-pt. 8-2 
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National Automobile Underwriters Association—Automobile physical damage 





























[Percent] 
aS 
Revisions 
1954 1955 1956 1957 | 1958 

Expenses (excluding loss adjustment): 
Commission and brokerage---...--...---.-------- 25. 0 25. 0 25.0 25.0 20.0 
I i ins onobicmenencckees-sawies 5.2 5.6 5.7 5.1 50 
ds eee inc deme riardomnallee, 4.8 5.3 5.5 5.2 55 
"Domes: demas, One S006... . ... 2.2.2 o sce sane 2.8 2.5 2.4 2.5 25 
i a sa amelie 37.8 38.4 38.6 37.8| 5 

Losses and loss adjustment expenses: 

Loss adjustment expemse-.-..............--..-..- 6.6 6.9 7.2 6.9 24 
BE tech ith neckindnadudedenncnsnandonas ac 50. 6 49.7 49.2 50.3 546 
{Ade Aikh<dcksnn decease cabeeeabenamaaoeeas 57.2 56. 6 56. 4 57.2 62.0 
ene RNONUR «3 ener tccncnccaseccvenncsae 5.0 5.0 5.0 5.0 50 
cael lll 100.0}  100.0| 100.0| 100.0 | 100.4 





Prior to the 1958 revision, rate level indications were caiculated on two 
bases, one including catastrophe losses and the other excluding all such losses, 
Rate level proposals gave partial effect to such losses. The formulas shown 
above are those applicable for the inclusion of all losses. The 1956 formula 
would be slightly different on an exclusion-of-catastrophe loss basis. 

In calculating its revenue requirements for the 1958 revision, the association 
included 1 percent of annual revenue from coverages other than collision for 
catastrophe loading. This represented the equivalent of 0.3 percent of annual 
revenue for all coverages. 


RATE FORMULA 


Inland marine filings by Inland Marine Insurance Bureau 





























[Percent] 
Revisions 
1954-55 1956-57 1958 
Expenses (exclusive of loss adjustment expenses): 
Commissions and brokerage - __.......................-._- 21.7 21.7 21.9 
IU a eer 8.6 8.5 &2 
eee 7.3 7.3 7. 
ren. oS cate ee 3.1 3.1 31 
Pa a a 40.7 40.6 40.5 
Losses and loss adjustment expenses: - 
SORE SERMONS GENUS... oo soa cnnccccccccceassne 5.9 5.9 6.0 
Naa a ee ee 47.4 47.5 47.5 
a a ee ee ee 53.3 53. 4 53.5 
ene III ooo cdcss ico ccukciciincecncbeteddece 6.0 6.0 6.0 
a 100. 0 100.0 100.0 








RATE FORMULA 


FIDELITY AND SURETY FILINGS BY SURETY ASSOCIATION OF AMERICA 


The Surety Association of America has not made rate revisions based on 4 
definite formula, contending that the business affected is unique and complet 
and does not lend itself to formula ratemaking. 

In the latest statutory examination of the Surety Association, dated July 1, 
1957, the department indicated an overall formula as set forth below using 
the actual expenses of the association member companies for the years avail 








able, 1 
formul 
are us! 
A stud 
nation 
1s expe 
becaus 
and ch 
yaryin 








STATE) 


Whe 
Howe 
an un¢ 

As | 
munit; 
They d 
farmin 
to the f 
ing grc 
free co 
earth. 

Whe 
freedor 
been pi 

If o1 
start t 
regulat 

Tagr 

Toda 
which ; 

Law: 

Texa 
posed t 
than a 
busines 
either } 

It m: 
But, w 
this Na 

Com] 
progres 
setts is 








100.0 


on a 
rplex 


ly 1] 


sing 
vail: 


THE INSURANCE INDUSTRY 4373 


able, 1950-55, with a tentative profit and contingency factor of 5 percent. Guide 
formulas were also included in previous examination reports. Rate revisions 
are usually not of a general scope in these fields but rather specific by classes. 
A study undertaken by the association as a result of the aforementioned exami- 
nation is now almost concluded and a definite proposal for a formula by class 
1s expected for fidelity. As respects surety, the problem is much more difficult 
pecause of such relevant factors as the cycles of economic conditions, volatility, 
and changes in statute or case law as they may affect the risk, thus requiring 
yarying long-term consideration. 

















[Percent] 
Fidelity Surety 

Expenses (exclusive of claim expense): 
Commissions and brokerage -__._.-...-_-- inet adiabatic tan eta a eee 17.9 24.7 
Other acquisition.................- siectt adbd eh cactinddedueow 12.1 12.5 
General _ - __- wld bad nthe odes isealss otek Stands teen eee 15.8 14.8 
Taxes, licenses, GTO ao worse. ailing teicid a oie Seen tei teat 3.2 3.1 
Penola lls alii 
Fe ors no cebshcbsbsiewdbbecsiiedadde sie cbubatheucubabackeenanuda | 49.0 55. 1 
Losses and loss adjustment expenses: eek ge a 
IN WEIN io Os alc adn wanecderedace nsdn pacibaute nt ectae 10.7 5.4 
PRPS. cdeedsig dese Sune uddide tbc nd ssbb dsiedaudesauesbecesidaaabhadslt 35.3 34.5 
ai aleieeia iain pe hin haps saie Oe be bliepneen hel Meat hain mee we 46.0 39.9 
Profit on POGUE: Co cesacnccccakcetaetencehere sccm 5.0 5.0 
PS niceninsautiessdcpuionetlcnissbeddchaniadiainiccailiiailicaaenael 100.0 “100.0 





STATEMENT OF WALTER L. Hays, PResimpent, AMERICAN FIRE & CASUALTY 
Co., ORLANDO, Fta., JuNE 3, 1959 


When the Pilgrims ventured to this countzty, they were seeking freedom. 
However, they started out as a phalanx—a socialistic community. Bach had 
an undivided interest in whatever the little band of Pilgrims owned. 

As time went on, they produced less and less in the fields, and the “com- 
munity project” proved a failure. Then, they made a change in their setup. 
They decided that everyone should be on his own—do his own work; do his own 
farming; gather his own crops; raise his own stock. This was free enterprise 
to the fullest degree. Since that important move, this country has made astound- 
ing growth. This country has excelled any other country. Why? Because of 
free competition. Free competition made this Nation the greatest Nation on 
earth. 

When I started the American Fire & Casualty Co. 32 years ago, there was 
freedom of enterprise and free competition. Since that time, law after law has 
been passed, curbing or narrowing our competition and freedom of action. 

If our great insurance companies were to try to start today, they couldn’t 
start the way they did in their beginning. The requirements, limitations, and 
regulations would be prohibitive. 

I agree some regulation is necessary. But, anything can be overdone. 

Today, the insurance business is being “stringhalted” by unnecessary laws 
which accomplish no good purpose and don’t protect the public. 

Laws and regulations can’t make companies safe. It’s the management. 

Texas has a multiplicity of laws, difficult to operate under, which are sup 
posed to protect the public. However, Texas has had more insurance scandals 
than any State. And, Texas still doesn’t allow competition in the insurance 
business in many lines. There are other States that do not permit competition 
either by law or by ruling. 

It may be that there are legislators who think competition is old fashioned. 
But, when we toss competition aside, we are tearing out the very foundation of 
this Nation. 

Competition is our greatest economic stabilizer. Extreme regulations hinder 
progress and work a hardship on the companies and on the people. Massachu- 
setts is a good example where there is extreme regulation and no competition 
in the automobile insurance business, where people pay exorbitant rates— 
higher than anywhere per capita. 








| 
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Twenty years ago, my company, the American Fire & Casualty Co. wrote an | 


automobile policy, giving credit for “no accident record.” In other words, those 
who did not have an accident enjoyed a lower rate. We are still unable to file 
this policy in some States. In other words, the State law, or the commissioner, 
denies the people of such States from enjoying a lower rate offered by a com. 
pany which writes preferred business. 


My company also gives a modest deviation for certain kinds of fire risks— | 
namely, protected dwellings. We are unable to file this deviation in a number | 


of States, either because of the law or by a directive of the commissioner. 
There are companies writing a preferred class of business which operate with 
a lower overhead that can do a better job, and they can give policyholders q 


lower rate. But in some States they are not permitted to, either because of the | 


law or the decision of the commissioner. 


Some of the States in the territory in which we operate, which present a 


problem in filing a lower rate regardless of the good record of the company, are 
Texas, Louisiana, Virginia, and North Carolina. 

My company was one of the first to present a package policy. This presents 
a problem in some States. Just recently we filed this policy in Arkansas. The 
Arkansas Inspection and Rating Bureau asked for the hearing. The Arkansas 
Inspection and Rating Bureau was represented by high-priced attorneys to 
prevent the filing. They have done this in a number of other cases, which 
makes it almost prohibitive for a small company to pay its expenses to fight its 
way through. 

If the national board had its way about it there would be no competition in 
the fire business. Everybody would have the same rate and, of course, some 
States go along with this. 

Just in the past few days the legislature in Florida passed a bill (still on 
the Governor’s desk) fixing the commission on assigned risks and increasing 
the commission. This may be the “foot in the door” to regulate commissions, 

To my knowledge this is the first regulation on agent’s commission. Here 
tofore agent’s commission has been negotiated between the company and the 
agent, without the regulation by the State. It’s been a private affair. This 
again curbs freedom of action and freedom of competition, setting a dangerous 
precedent. 

More regulation and greater expense of operation means fewer companies will 
be organized and the cost of insurance to the public will be higher. 

More competition should prevail: Freedom to file deviations within reason; 
freedom to file different types of contracts. 

We need to retrieve some of the freedom that slipped through our fingers 
years ago by regulation. 


AMERICAN FIRE & CASUALTY Co., 
Orlando, Fla., July 2, 1959. 
Mr. DonaLp P. McHuGuH, 
Counsel, Subcommittee on Antitrust and Monopoly, Committee on the Judiciary, 
U.S. Senate, Washington, D.C. 


Dear Mr. McHueu: I would like to correct my statement which was presented 
to the subcommittee on June 3. 

In my statement that the National Board of Fire Underwriters requested a 
hearing in Arkansas in regard to American Fire & Casualty Co. filing a package 
policy, this should be corrected to read: “The Arkansas Inspection & Rating 
Bureau asked for the hearing.” 

In my statement that the national board hired expensive lawyers to appear 
at the hearing, this should be corrected to read: “The Arkansas Inspection & 
Rating Bureau was represented by high-priced attorneys to prevent the filing.” 

Sincerely, 
WALTER L. Hays, President. 


JULY 2, 1959. 


Mr. J. RAYMOND Berry, 
General Counsel, the National Board of Fire Underwriters, 
New York, N.Y. 

Dear Ray: I have your letter, and I am enclosing a copy of a letter correcting 
my statement with Senator O’Mahoney’s subcommittee. 

However, I have authority for my statement that the request for a hearing 
came from the Rating Bureau, so I can’t change that. 
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It was easy for me to make the error of the national board and the Inspection 
Rating Bureau because, in my mind, I associate them together very closely, 
pecause they get the rates and forms from the national bureau. 

I regret any error I might have made in this, and I am very willing to make 
the proper corrections. 

Sincerely, 
WALTER L. Hays, President. 


NATIONAL ASSOCIATION OF INDEPENDENT INSURERS, 
Chicago, Ill., August 10, 1599. 
Mr. DonaLp P. McHvueu, 
Counsel, Subcommittee on Antitrust and Monopoly, Committee on the Judiciary, 
Old Senate Office Building, Washington, D.C. 


DeaR Mr. McHuGu: During the course of my testimony before your committee 
Senator O’Mahoney requested that I prepare and submit the assets and policy- 
holders surplus of NAII member companies as of December 31, 1958. The 
attached sheet reflects that information. 

Sincerely yours, 
VESTAL LEMMON, General Manager. 


NAII members—Assets and policyholders surplus and net direct premiums as of 
Dec. 31, 1958 











| l 
Assets Policyholders Ty Net direct pre- 
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COMMONWEALTH OF VIRGINIA, 
STATE CORPORATION COMMISSION, 
BUREAU OF INSURANCE, 
Richmond, September 2, 1959. 
Mr. DonaLp P. McHueu, 
Counsel, Subcommittee on Antitrust and Monopoly, 
U.S. Senate, Washington, D.C. 


Dear Mr. McHvucu: When I testified before the Subcommittee on Antitrust and 
Monopoly of the Committee of the Judiciary on Wednesday, August 26, you asked 
me to furnish you with the citation of the case in our supreme court referred to on 
page 6 of my written statement. This case is Aetna Insurance Company v. 
Commonwealth (160 Va. 698). You will notice that the citation in my statement 
refers to the proceedings before the State corporation commission and its order 
and opinion. I am enclosing herein a copy of this order and opinion. 

I do not have a copy of the petition for appeal of the insurance companies but 
you will notice on page 704 of the report of the supreme court decision that the 
court refers to acts of 1928, chapter 433, page 1115, and that this act required 
insurance companies writing fire insurance in Virginia to become members of 
arating bureau known as the Virginia Insurance Rating Bureau. 

The Supreme Court in its opinion on the question of the constitutionality of 
this particular act adopts the opinion of the State corporation commission. You 
will see on page 712 of the supreme court decision this statement: 

“The conclusion of the commission so completely and _ satisfactorily 
disposes of those questions, and is so abundantly supported by authority, that we 
adopt it as our own and deem it unnecessary to say more upon those points.” 

We have only two copies of the order and opinion of the State corporation 
commission and I am sending you one of those. If possible, I wish that you 
would return this to me after you have had an opportunity to look it over. 

I notice from reports in the Insurance Press of my answer to either one of 
your questions, or one by Senator Kefauver, stating that the mandatory member- 
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ship in our Virginia Fire Rating Bureau was the best method of regulating rates | 
on fire insurance. I do not remember saying exactly this, but, if I did, what | 
I meant to say was that we have found it to be best in Virginia as far as the regu. | 
lation of the fire insurance business is concerned. 
Sincerely, 
T. NELSON PARKER, 
Commissioner of Insurance, | 


OcTOBER 18, 1959. : 
Mr. WALTER W. ALLEN, 
Vice president and Secretary, the Home Insurance Co., 
New York, N.Y. 

DEAR Mr. ALLEN: Please accept this as a belated acknowledgment of your letter 
of September 15, 1959. The press of business at the close of the hearings, to- 
gether with a short vacation, constitute the causes for the delay. 

I wish to thank you for the effort you are making to complete the record. If 
I can assist you in any way in this connection, I trust you will so advise me. 

Very truly yours, 
DonaALpb P. McHvueHu, Counsel. 


THE HOME INSURANCE Co., 
New York, September 15, 1959. 
DonaLp P. McHvuGH, Esq,., 
Committee on the Judiciary, Subcommittee on Antitrust and Monopoly, 
Senate Office Building, Washington, D.C. 

Dear Mr. McHvueux: In carrying out Mr. Black’s promise to do some “research 
and advise you” on Senator Kefauver’s question whether “in those five States 
(Virginia, North Carolina, Louisiana, Mississippi, Texas) almost invariably 
filings of the bureau are accepted,” we are asking the five bureaus involved for 
information. You will hear from us as soon as we receive their communica- 
tions. We presumed to limit the time to the last 5 years to speed things up. 

Frankly, I have encountered serious handicaps in trying to exhaust infor. 
mation possibly available within our own company. From my own experience, 
largely in the eastern division of our company, I rather expect to eventually 
find that our records are largely, if not entirely, those of committee members 
from our company in connection with their committee work in these bureaus. 
The minutes, reports, and other communications by the bureau to committee 
members, while recording the proceedings of committees and many bureau 
activities, do not purport to be a journal history of all filings. 

I understand Mr. Loughin told you about our handicap in not having Mr. 
Hargrett’s help. He started to pick up our bureau representation in our south- 
ern department within the last year but Vice President Carruth, in charge of 
our southern territory, which includes all of these five States, handled this 
company’s representation on rating bureaus in that area for years. His per- 
sonal health problems may be more serious than Hargrett’s. Such hope as I 
had of even a conference with Carruth is now out of the question. Hargrett 
has been in a few hours but under the circumstances his help on this question 
is going to be limited. 

This is in the way of a progress report on our efforts to develop the desired 
information. 

Very truly yours, 
W. W. ALLEN, Vice President. 


JUNE 9, 1949. 
Pennsylvania situation. 
Mr. HENry H. Hoop, 
President, Washington County Fire Insurance Co., 
Washington, Pa. 


Dear Srr: You were represented at the meeting of insurers held in Philadel- 
phia June 7, 1949, to consider what action, if any, might be taken by insurers 
interested in preserving order in Pennsylvania in the conduct of the business 
of fire insurance. 

After a full discussion the following resolution was adopted by those present 
without a dissenting vote: 

“Resolved, That the insurers here assembled, and any interested insurers 
which may hereafter subscribe, do hereby appoint a committee composed of 
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Messrs. John R. Barry, Walter Falk, J. V. Herd, Joseph K. Hooker, Robert H. 
Miller, William B. Reardon, Alex L. Ross, Robert P. Stewart, and A. W. Tyrol, 
with any alternate which they may respectfully designate and with power to 
enlarge itself as it may be necessary or advisable, to demand a hearing, to 
appeal from any order or decision, and to take such other steps or action in 
pehalf of such insurers in connection with the May 14, 1949, adjudication of the 
commissioner of insurance of the Commonwealth of Pennsylvania, or any com- 
munication issued pursuant thereto, in such matter as may in their best judg- 
ment be in the best interest of all concerned ; and 

“Resolved further, That expenses so incurred shall be assessed upon all 
jnsurers hereto subscribing proportionately to their respective premium income 
from the Commonwealth of Pennsylvania on fire insurance for the year 1948.” 

It was made abundantly clear at the meeting that every insurer doing a fire 
insurance business in the Commonwealth of Pennsylvania would be invited to 
support the efforts of this committee, and that those insurers represented at 
the meeting would also be given the opportunity to confirm their subscription 
to the resolution as quoted above and which explains itself. 

In accordance therewith, this letter is being sent to you in duplicate, and it 
would be appreciated if you would indicate on one copy that you do or do not 
subscribe to the resolution, so that the committee will be unmistakably clear as 
to whose interest they are serving. Return addressed envelope is enclosed for 
your convenience. 

It is understood that any insurer subscribing to the resolution may at any 
time during the proceedings withdraw its subscription upon notice to the com- 
mittee and defrayment of its proportion of expenses duly incurred by the 
committee up to the effective date of its withdrawal. 

For your further information, we wish to advise that the committee met 
immediately following adjournment of the meeting of insurers and elected the 
undersigned as chairman. The committee also authorized me as chairman to 
send out this invitation to all insurers represented at the meeting, as well 
as to all other eligible insurers doing a fire insurance business in the Common- 
wealth of Pennsylvania. Insurers which have deviations in effect or have filed 
applications therefor have not been invited to participate in this effort. So soon 
as a list of subscribing insurers is prepared a copy will be furnished to those 
insurers subscribing to the resolution. 

In addition, the committee authorized the chairman to employ counsel and 
forthwith to take necessary steps prescribed by statute to obtain a hearing on 
the adjudication of the insurance commissioner of the Commonwealth of Penn- 
sylvania dated May 14, 1949. 

Of course, the greater the number of insurers subscribing to this resolution the 
more effective our efforts should be. Your prompt response will be appreciated. 


J. V. Herp, 
(For the Committee). 


WILLIAMS & WILLIAMS, 
Seattle, Wash., April 3, 1957. 
Re House bill No. 333, State of Washington. 
Mr. F. F. Owen, 
Resident Vice President, 
North America Companies, 
San Francisco, Calif. 


DEAR FRANK: I would regret it very much if there existed a feeling that 
because of neglect on my part in not informing you of the pendency of House 
bill No. 333, you were deprived of an opportunity to oppose the enactment of 
the changes relative to the standard fire policy and filings relating thereto, as 
outlined in my letter of today. During our previous discussions of the situation, 
I do not recall that there was ever any intention expressed on the part of the 
North America Companies to wage a legislative battle; nor did I feel that I 
had been asked, or was expected, to watch for legislative developments in this 
area and give notice thereof to you. I have been conscious of the fact that the 
North America Companies are a very large organization and have their own 
resources for securing information and accomplishing such ends in which they 
may be interested. In the absence of instructions, I felt that either the compa- 
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nies were no longer especially interested in the matter, or would use other chap. 
nels with respect to pending legislation of concern to them. 

Please do not feel badly about this legislation. Withont an all-out effort 
the part of the companies in association with a substantial showing of othe | 
companies, I doubt very much that enactment of these changes could have deen, 
avoided in view of the strong support which would have been given them by 
the insurance commissioner, by large domestic companies, and leading supporter 
of the rating bureau. 

I remain convinced that we were wise to refrain from litigating these question, 
wth the commissioner, since to have done so would have been quite fruitless gy 
matters have turned out. 

AS ever, 

Your friend, 
Rosert D. WILLIAMs, 


WILLIAMS & WILLIAMS, 
Seattle, Wash., April 3, 1957. 
Re House bill No. 333, State of Washington. 
Mr. F. F. Owen, 
Resident Vice President, 
North American Companies, 
San Francisco, Calif. 


DeaR FRANK: Pursuant to our telephone discussion of today, house bill No, 
333, which was enacted by the legislature and has now been signed by the Gov. 
ernor, contains three sections which bear upon matters heretofore discussed 
between us and with the insurance department relative to the jurisdiction of th 
Washington Surveying and Rating Bureau to make filings with respect to coy. 
erages embodying or associated with the standard form fire insurance policy. 

Following are the three sections involved, with added matter italicized anj 
omitted matter enclosed in brackets: 

“Sec. 10. Section .18.12, chapter 79, Laws of 1947 and RCW 48.18.120 are each 
amended to read as follows: 

“*(1) The commissioner shall, after hearing, from time to time promulgat: 
such rules and regulations as may be necessary to define and effect reasonable 
uniformity in all basic contracts of fire insurance which are commonly know 
as the standard form fire policies and may be so referred to in this code, ani 
[in] the usual supplemental coverages, riders, or endorsements thereon o 
thereto, to the end that such definitions shall be applied in the construction of 
the various sections of this code wherein such terms are used and that there be 
a reasonable concurrency of contract where two or more insurers insure the same 
subject and risk. All such forms heretofore approved by the commissioner ani 
for use as of immediately prior to the effective date of this code, may continu 
to be so used until the further order of the commissioner made pursuant to this 
subsection or pursuant to any other provision of this code. 

“*(2) [Unchanged.]’ 

“Sec. 13. Section .19.05, chapter 79, Laws of 1947 and RCW 48.19.050 are each 
amended to read as follows: 

“*(1) If so authorized by an insurer, the commissioner shall accept, in lie 
of filings by the insurer, filings on its behalf made by a rating organization tha 
licensed as provided in this chapter. 

“*(2) As to fire insurance under a standard form fire policy, and the followin 
insurances (Other than vehicle insurance coverages) when issued as part of 4 
standard form fire policy, an insurer may so authorize a rating organization to 
make all its filings only, and may not make a portion of such filings upon its 
own behalf and authorize a rating organization to make other such filings: 

“*(a) Additional property insurance coverages, or 

“*(b) Coverages including any kind of insurance in addition to fire for a single 
undivided premium. 

“*(3) Except, that notwithstanding the provisions of subsection (2) a 
insurer which prior to the first day of January, 1947, made its own filings in 
this state as to a particular class of fire risks, and its filings in this state as to 
other classes of fire risks were made by a rating organization authorized by the 
insurer so to do, may: 

“*(a) Continue to make all its own filings as to such specific class of risks of 
authorize a rating organization to make its filings as to such specific class of 
risks or any part thereof, and 
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“‘(p) authorize a different rating organization to make all only of its fillings 
as to all other classes of risks insured by it in this state against fire under the 
standard form fire policy ; or ‘ , ; i 

“*(¢) make all of its own filings as to all classes of risks insured by it against 
fire under the standard form fire policy, or make all its own such findings except 
as to any which may relate to any such specific class of risks, which filings so 
excepted the insurer may authorize a rating organization to make ; or 

«“‘(q@) authorize a rating organization to make all only if its filings as to all 
classes or risks insured by it against fire in this state under the standard form 
fire policy.’ " 

“Sec. 14. Section .19.28, chapter 79, Laws of 1947 and RCW 48.19.280 are each 
amended to read os follows: ; 

(1) Every subscriber to a rating organization shall adhere to the filings 
made on its behalf by such organizations, and shall not deivate therefrom except 
as provided in this section. , 

(2) Any such subscriber may make written application to the commissioner 
for permission to file a deviation, and shall at the same time send a copy of 
the application to the rating organization. The application shall specify the 
deviation desired, and the basis thereof. In the case of deviations as specified 
in subsection (4) of this section, the application shall be accompanied by the 
data upon which the applicant relies. The commissioner shall forthwith set 
a date for a hearing on the application and give notice thereof to the applicant 
and to the rating organization. If the rating organization informs the com- 
missioner that it does not desire a hearing he may, upon consent of the appli- 
cant, waive the hearing. 

(3) As to fire insurance under standard form fire policies, and the following 
insurance when issued as part of a standard form fire policy, any such deviation 
shall be only by a uniform percentage of addition to or decrease from all rates 
resulting from all filings relative to such insurance made by the rating organi- 
zation on behalf of such applicant and then in effect [J]: 

(a) Additional property insurance coverages, or 

(b) Coverages including any kind of insurance in addition to fire for a single 
undivided premium. 

In considering the application for permission to file such deviation the com- 
missioner shali give consideration to the available statistics and the applicable 
principles for ratemaking as provided in RCW 48.19.030. 

(4) Balance of section unchanged. 

The above amendiments were contained in this house bill No. 333, which was 
an omnibus bill made up of 21 sections, and containing amendments affecting 
the life insurance business, the formation of domestic mutual insurers, the title 
insurance business, and other matters. The language in the three sections, which 
are above quoted, was, I believe, prepared by the rating bureau, but was re- 
quested by the insurance department and included with the bill along with the 
other provisions. The bill passed both house and senate with practically no 
opposition, and these particular sections were not in any way opposed before the 
insurance committees of either house or senate. 

In my opinion, these amendments foreclose further contention that inde- 
pendent fillings may be made in this State by compaies who otherwise use the 
bureau, with respect to coverages against perils other than those of fire and 
lightnings when issued, either as an endorsement to the standard form fire policy 
or in combination with the standard form fire policy at an indivisible premium. 

There is, however, no provision in the code as yet requiring the standard form 
fire policy to be used at all as to particular coverages, nor is there prohibition 
against the use of the standard form policy for coverage against the peril of fire 
in association with, but separate from, packaged coverage of other perils for 
which independent filings may, in my opinion, still be made. 

With my kindest regards. 

Sincerely yours, 


RosBert D. WILLIAMS. 
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Unritep States v. SouTH-EASTERN UNDERWRITERS ASSOCIATION, ET AL. 


Appeal from the District Court of the United States for the Northern Distrig 
of Georgia 


(No. 345. Argued January 11, 1944. Decided June 8, 1944) 


Appeal under the Criminal Appeals Act from a judgment sustaining a demurrer 
to an indictment for violation of the Sherman Antitrust Act. 

Attorney General Biddle, with whom Solicitor General Fahy, Assistant At 
torney General Berge, and Messrs. Robert L. Stern, Frank H. Elmore, Jr., ang 
Manuel M. Gorman were on the brief, for the United States. 

Messrs. John T. Cahill and Dan MacDougald, with whom Messrs. Thurlow 
M. Gordon, Neil C. Head, Jerrold G. Van Cise, and Howard C. Wood were on the 
brief, for the appellees. 

Briefs were filed (1) on behalf of the States of Alabama, Arizona, Arkansas, 
Colorado, Connecticut, Delaware, Florida, Georgia, Indiana, Iowa, Kansas, 
Kentucky, Louisiana, Maine, Maryland, Minnesota, Mississippi, Nebraska, Ne 
vada, New Hampshire, New Jersey, New Mexico, New York, North Dakota, 
Ohio, Oregon, Pennsylvania, South Dakota, Tennessee, Utah, Vermont, Wash. 
ington, Wisconsin and West Virginia, and (2) on behalf of the State of Virginia, 
as amici curiae, urging affirmance. 

Mr. JusTICE BLAcK delivered the opinion of the Court. 

For seventy-five years this Court has held, whenever the question has bee 
presented, that the Commerce Clause of the Constitution does not deprive the 
individual states of power to regulate and tax specific activities of foreign ip 
surance companies which sell policies within their territories. Each state hag 
been held to have this power even though negotiation and execution of the com. 
panies’ policy contracts involved communications of information and movements 
of persons, moneys, and papers across state lines. Not one of all these cases 
however, has involved an Act of Congress which required the Court to decide 
the issue of whether the Commerce Clause grants to Congress the power tp 
regulate insurance transactions stretching across state lines. Today for the 
first time in the history of the Court that issue is squarely presented and mug 
be decided. 

Appellees—the South-Eastern Underwriters Association (S.E.U.A.), and its 
membership of nearly 200 private stock fire insurance companies, and 27 in 
dividuals—were indicted in the District Court for alleged violations of the 
Sherman Anti-Trust Act. The indictment alleges two conspiracies. The first, 
in violation of §1 of the Act, was to restrain interstate trade and commere 
by fixing and maintaining arbitrary and non-competitive premium rates on fir 
and specified “allied lines”* of insurance in Alabama, Florida, Georgia, North 
Carolina, South Carolina, and Virginia; the second, in violation of § 2, was to 
monopolize trade and commerce in the same lines of insurance in and amon 
the same states.” 

The indictment makes the following charges: The member companies of 
S.E.U.A. controlled 90 percent of the fire insurance and “allied lines” sold 
by stock fire insurance companies in the six states where the conspiracies were 
consummated.’ Both conspiracies consisted of a continuing agreement and cor 
cert of action effectuated through S.E.U.A. The conspirators not only fixed 
premium rates and agents’ commissions, but employed boycotts together with 


1 ere RE Rn R/C 


1 The “allied lines” of insurance handled by appellees are described in the indictment #} 


“inland navigation and transportation, inland marine, sprinkler leakage, explosion, wint 
— and tornado, extended coverage, use and occupancy, and riot and civil commotia 
nsurance.” 

2 The pertinent provisions of §§$1 and 2 of the Act of July 2, 1890, 26 Stat. 209, a 
amended, 15 U.S.C. §§ 1 and 2, commonly known as the Sherman Act, are as follows: 

“Sec. 1. Every contract, combination in the form of trust or otherwise, or conspiracy, it 
restraint of trade or commerce among the several States, or with foreign nations, is hereby 
declared to be illegal: ... Every person who shall make any contract or engage in = 
combination or conspiracy declared by sections 1-7 of this title to be illegal shall be d 
guilty of a misdemeanor... . 

“Sec. 2. Every person who shall monopolize, or attempt to monopolize, or combine @ 
conspire with any other person or persons, to monopolize any part of the trade or commert 
ae the several States, or with foreign nations, shall be deemed guilty of a ms 

emeanor, .. .” 

2 The indictment does not state the proportion of fire insurance and “allied lines” sold 
stock companies, as distinguished from mutuals, etc., in the six states involved. Buti 
does state that “stock companies receive approximately 85% of the total premium incomt 
of all fire insurance companies operating in the United States.” 
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other types of coercion and intimidation to force nonmember insurance companies 
into the conspiracies, and to compel persons who needed insurance to buy only 
from §.B.U.A. members on S.E.U.A. terms. Companies _hot members of 
§.B.U.A. were cut off from the opportunity to reinsure their risks, and their 
services and facilities were disparaged ; independent sales agencies who defiantly 
represented non-S.E.U.A. companies were punished by a withdrawal of the 
right to represent the members of S.E.U.A. ; and persons needing insurance 
who purchased from non-S.E.U.A. companies were threatened with boycotts 
and withdrawal of all patronage. The two conspiracies were effectively policed 
py inspection and rating bureaus in five of the six states, together with local 
poards of insurance agents in certain cities of all six states. ' 

The kind of interference with the free play of competitive forces with which 
the appellees are charged is exactly the type of conduct which the Sherman Act 
has outlawed for American “trade or commerce” among the states. Appellees 
have not argued otherwise. Their defense, set forth in a demurrer, has been 
that they are not required to conform to the standards of business conduct estab- 
lished by the Sherman Act because “the business of fire insurance is not com- 
merce.” Sustaining the demurrer, the District Court held that “the business of 
insurance is not commerce, either intrastate or interstate” ; it “is not interstate 
commerce or interstate trade, though it might be considered a trade subject to 
jocal laws, either State or Federal, where the commerce clause is not the 
authority relied upon.” 51 F. Supp. 712, 713. 714. rat | 

The District Court’s opinion does not contain the slightest intimation that 
the indictment was held defective on a theory that it charged the appellees 
with restraining and monopolizing nothing but the making of local contracts. 
There was not even a demurrer on that ground. The District Court treated the 
indictment as charging illegal restraints of trade in the total “activities com- 
plained of as constituting the business of insurance.” 51 F. Supp. 112, 713. 
And in great detail the indictment set out these total activities, of which the 
actual making of contracts was but a part. As recognized by the District Court, 
the insurance business described in the indictment included not only the execu- 
tion of insurance contracts but also negotiations and events prior to execution 
of the contracts and the innumerable transactions necessary to performance of 
the contracts. All of these alleged transactions, we shall hereafter point out, 
constituted a single continuous chain of events, many of which were multistate in 
character, and none of which, if we accept the allegations of the indictment, could 
possibly have been continued but for that part of them which moved back 
and forth across state lines. True, many of the activities described in the indict- 
ment which constituted this chain of events might, if conceptually separated 
from that from which they are inseparable, be regarded as wholly local. But 
the District Court in construing the indictment did not attempt such a meta- 
physical separation. Looking at all the transactions charged, it felt compelled 
by previous decisions of this Court to hold that despite the interstate character 
of many of them “the business of insurance is not commerce,” and that as a con- 
sequence this “business,” contracts and all, could not be “interstate commerce” 
or “interstate trade.” In other words, the District Court held the indictment 
bad for the sole reason that the entire “business of insurance” (not merely 
the part of the business in which contracts are physically executed) can never 
under any possible circumstances be “commerce,” and that therefore, even though 
an insurance company conducts a substantial part of its business transactions 
across state lines, it is not engaged in “commerce among the States” within the 
meaning of either the Commerce Clause or the Sherman Anti-Trust Act.* 
Therefore to say that the indictment charges nothing more than restraint and 
monopoly in the “mere formation of an insurance contract,” as has been sug- 
gested in this Court, is to give it a different and narrower meaning than did the 





*See, e.g., Fashion Guild v. Trade Comm’n, 312 U.S. 457, 465-468: United States v. 
Socony-Vacuum Oil Co., 310 U.S. 150, 210-224; Sunshine Anthracite Coal Co. v. Adkins, 
310 U.S. 381, 394; United States v. Trenton Potteries Co., 273 U.S. 392, 395-402 ; United 
States v. Patten, 226 U.S. 525; Swift € Co. v. United States, 196 U.S. 375. 

'The appellees include all of the individuals and companies named as defendants in the 
indictment except the Universal Insurance Company and the Kansas City Fire and Marine 
Insurance Company, neither of which joined in the demurrer to the indictment. 

*Although the District Court also sustained two additional grounds of demurrer (that 
the indictment did not state facts sufficient to constitute a federal offense, and that the 
court lacked jurisdiction of the subject matter), the opinion makes clear it did so because 
of the conclusion that “the business of insurance is not commerce.” Two further grounds 


of demurrer, based upon the Fifth, Sixth, and Tenth Amendments, were not considered by 
the District Court. 
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UNITED STATES v. SouTH-EASTERN UNDERWRITERS ASSOCIATION, ET At, 


Appeal from the District Court of the United States for the Northern Distrigg 
of Georgia 


(No. 345. Argued January 11, 1944. Decided June 8, 1944) 


Appeal under the Criminal Appeals Act from a judgment sustaining a demurrer 
to an indictment for violation of the Sherman Antitrust Act. 

Attorney General Biddle, with whom Solicitor General Fahy, Assistant At. 
torney General Berge, and Messrs. Robert L. Stern, Frank H. Elmore, Jr., and 
Manuel M. Gorman were on the brief, for the United States. 

Messrs. John T. Cahill and Dan MacDougald, with whom Messrs. Thurlow 
M. Gordon, Neil C. Head, Jerrold G. Van Cise, and Howard C. Wood were on the 
brief, for the appellees. 

Briefs were filed (1) on behalf of the States of Alabama, Arizona, Arkansas, 
Colorado, Connecticut, Delaware, Florida, Georgia, Indiana, Iowa, Kansas, 
Kentucky, Louisiana, Maine, Maryland, Minnesota, Mississippi, Nebraska, Ne 
vada, New Hampshire, New Jersey, New Mexico, New York, North Dakota, 
Ohio, Oregon, Pennsylvania, South Dakota, Tennessee, Utah, Vermont, Wash. 
ington, Wisconsin and West Virginia, and (2) on behalf of the State of Virginia, 
as amici curiae, urging affirmance. 

Mr. Justice Buack delivered the opinion of the Court. 

For seventy-five years this Court has held, whenever the question has beg 
presented, that the Commerce Clause of the Constitution does not deprive the 
individual states of power to regulate and tax specific activities of foreign jp. 
surance companies which sell policies within their territories. Each state has 
been held to have this power even though negotiation and execution of the com. 
panies’ policy contracts involved communications of information and movements 
of persons, moneys, and papers across state lines. Not one of all these cases, 
however, has involved an Act of Congress which required the Court to decide 
the issue of whether the Commerce Clause grants to Congress the power to 
regulate insurance transactions stretching across state lines. Today for the 
first time in the history of the Court that issue is squarely presented and must 
be decided. 

Appellees—the South-Eastern Underwriters Association (S.E.U.A.), and its 
membership of nearly 200 private stock fire insurance companies, and 27 ip 
dividuals—were indicted in the District Court for alleged violations of the 
Sherman Anti-Trust Act. The indictment alleges two conspiracies. The first, 
in violation of §1 of the Act, was to restrain interstate trade and commerce 
by fixing and maintaining arbitrary and non-competitive premium rates on fire 
and specified “allied lines”’* of insurance in Alabama, Florida, Georgia, North 
Carolina, South Carolina, and Virginia; the second, in violation of § 2, was to 
monopolize trade and commerce in the same lines of insurance in and among 
the same states.’ 

The indictment makes the following charges: The member companies of 
S.E.U.A. controlled 90 percent of the fire insurance and “allied lines” sold 
by stock fire insurance companies in the six states where the conspiracies were 
consummated.’ Both conspiracies consisted of a continuing agreement and con 
cert of action effectuated through S.E.U.A. The conspirators not only fixed 
premium rates and agents’ commissions, but employed boycotts together with 


1 The “allied lines” of insurance handled by appellees are described in the indictment # 
‘inland navigation and transportation, inland marine, sprinkler leakage, explosion, wint 
poem and tornado, extended coverage, use and occupancy, and riot and civil commotio 
nsurance.” 

2The pertinent provisions of $$1 and 2 of the Act of July 2, 1890, 26 Stat. 209, a 
amended, 15 U.S.C. §§ 1 and 2, commonly known as the Sherman Act, are as follows: 

“Sec. 1. Every contract, combination in the form of trust or otherwise, or conspiracy, it 
restraint of trade or commerce among the several States, or with foreign nations, is hereby 
deciared to be illegal: ... Every person who shall make any contract or engage == 
combination or conspiracy declared by sections 1-7 of this title to be illegal shall be d 
guilty of a misdemeanor... . 

“Sec. 2. Every person who shall monopolize, or attempt to monopolize, or combine ot 
conspire with any other person or persons, to monopolize part of the trade or commer 
quae the several States, or with foreign nations, shali be deemed guilty of a mit 
emeanor, .. .” 

3 The indictment does not state the proportion of fire insurance and “allied lines” sold by 
stock companies, as distinguished from mutuals, ete.. in the six states involved. But 
does state that “stock companies receive approximately 85% of the total premium income 
of all fire insurance companies operating in the United States.” 
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ther types of coercion and intimidation to force nonmember insurance companies 
. the conspiracies, and to compel persons who needed insurance to buy only 
_ §.B.U.A. members on S.E.U.A. terms. Companies not members of 
SEU.A. were cut off from the opportunity to reinsure their risks, and their 
services and facilities were disparaged ; independent sales agencies who defiantly 

resented non-S.E.U.A. companies were punished by a withdra val of the 
ae to represent the members of S.E.U.A.; and persons needing insurance 
os purchased from non-S.E.U.A. companies were threatened with boycotts 
as withdrawal of all patronage. The two conspiracies were effectively policed 
by inspection and rating bureaus in five of the six states, together with local 
poards of insurance agents in certain cities of all six states. — , 

The kind of interference with the free play of competitive forces with which 
the appellees are charged is exactly the type of conduct which the Sherman Act 
has outlawed for American “trade or commerce” among the states.* Appellees 
have not argued otherwise. Their defense, set forth in a demurrer, has been 
that they are not required to conform to the standards of business conduct estab- 
lished by the Sherman Act because “the business of fire insurance is not com- 
merce.” Sustaining the demurrer, the District Court held that “the business of 
insurance is not commerce, either intrastate or interstate ; it “is not interstate 
commerce or interstate trade, though it might be considered a trade subject to 
jocal laws, either State or Federal, where the commerce clause is not the 
guthority relied upon.” 51 F. Supp. 712, 713, 714. ! sed 

The District Court’s opinion does not contain the slightest intimation that 
the indictment was held defective on a theory that it charged the appellees 
with restraining and monopolizing nothing but the making of local contracts. 
There was not even a demurrer on that ground. The District Court treated the 
indictment as charging illegal restraints of trade in the total “activities com- 
plained of as constituting the business of insurance.” 51 F. Supp. 712, 713. 
And in great detail the indictment set out these total activities, of which the 
actual making of contracts was but a part. As recognized by the District Court, 
the insurance business described in the indictment included not only the execu- 
tion of insurance contracts but also negotiations and events prior to execution 
of the contracts and the innumerable transactions necessary to performance of 
the contracts. All of these alleged transactions, we shall hereafter point out, 
constituted a single continuous chain of events, many of which were multistate in 
character, and none of which, if we accept the allegations of the indictment, could 
possibly have been continued but for that part of them which moved back 
and forth across state lines. True, many of the activities described in the indict- 
ment which constituted this chain of events might, if conceptually separated 
from that from which they are inseparable, be regarded as wholly local. But 
the District Court in construing the indictment did not attempt such a meta- 
physical separation. Looking at all the transactions charged, it felt compelled 
by previous decisions of this Court to hold that despite the interstate character 
of many of them “the business of insurance is not commerce,” and that as a con- 
sequence this “business,” contracts and all, could not be “interstate commerce” 
or “interstate trade.”” In other words, the District Court held the indictment 
bad for the sole reason that the entire “business of insurance” (not merely 
the part of the business in which contracts are physically executed) can never 
under any possible circumstances be “commerce,” and that therefore, even though 
an insurance company conducts a substantial part of its business transactions 
across state lines, it is not engaged in “commerce among the States” within the 
meaning of either the Commerce Clause or the Sherman Anti-Trust Act.* 
Therefore to say that the indictment charges nothing more than restraint and 
monopoly in the ‘mere formation of an insurance contract,” as has been sug- 
gested in this Court, is to give it a different and narrower meaning than did the 





*See, e.g., Fashion Guild v. Trade Comm’n, 312 U.S. 457, 465-468; United States v. 
Ae Oil Co., 310 U.S. 150, 210-224; Sunshine Anthracite Coal Co. v. Adkins, 
310 U.S. 381, 394; United States v. Trenton Potteries Co., 273 U.S. 392, 395-402; United 
States v. Patten, 226 U.S. 525; Swift & Co. v. United States, 196 U.S. 375. 

'The appéllees include all of the individuals and companies named as defendants in the 
ctment except the Universal Insurance Company and the Kansas City Fire and Marine 
Insurance Company, neither of which joined in the demurrer to the indictment. 


* Although the District Court also sustained two additional grounds of demurrer (that 
the indictment did not state facts sufficient to constitute a federal offense, and that the 
court lacked jurisdi 


u ction of the subject matter), the opinion makes clear it did so because 
of the conclusion that “the business of insurance is not commerce.” Two further grounds 


of demurrer, based upon the Fifth, Sixth, and Tenth Amendments, were not considered by 
the District Court. 
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District Court,—something we cannot do consistently with the Criminal Appeals 
Act which permits the case to come here on direct appeal.’ 

The record, then, presents two questions and no others: (1) Was the She 
Act intended to prohibit conduct of fire insurance companies which restraing op 
monopolizes the interstate fire insurance trade? (2) If so, do fire ingy 
transactions which stretch across State lines constitute “Commerce among 
several States” so as to make them subject to regulation by Congress under the 
Commerce Clause? Since it is our conclusion that the Sherman Act was jp, 
tended to apply to the fire insurance business we shall, for convenience of dig. 
cussion, first consider the latter question. 


i. 


Ordinarily courts do not construe words used in the Constitution so as to give 
them a meaning more narrow than one which they had in the common parlang 
of the times in which the Constitution was written. To hold that the wow 
“commerce” as used in the Commerce Clause does not include a business such gy 
insurance would do just that. Whatever other meanings “commerce” may hay 
included in 1787, the dictionaries, encyclopedias, and other books of the perigg 
show that it included trade: business in which persons bought and sold, bay. 
gained and contracted.’ And this meaning has persisted to modern times 
Surely, therefore, a heavy burden is on him who asserts that the plenary powe 
which the Commerce Clause grants to Congress to regulate “Commerce among 
the several States” does not include the power to regulate trading in insurane 
to the same extent that it includes power to regulate other trades or businesgy 
conducted across State lines.° 

The modern insurance business holds a commanding position in the trade 
and commerce of our Nation. Built upon the sale of contracts of indemnity, 
it has become one of the largest and most important branches of commerce? 
Its total assets exceed $37,000,000,000, or the approximate equivalent of the 
value of all farm lands and buildings in the United States.” Its annual premim 
receipts exceed $6,000,000,000, more than the average annual revenue receipts 
of the United States Government during the last decade.” Included in the labor 
force of insurance are 524,000 experienced workers, almost as many as seek 
their livings in coal mining or automobile manufacturing.” Perhaps no modem 
commercial enterprise directly affects so many persons in all walks of life as dow 


7 See 56 Stat. 271 amending 34 Stat. 1246; 18 U.S.C. 682; United States v. Borden Co, 
308 U.S. 188, 192-193. Appellees contend that the District Court read both counts of th 
indictment as alleging that the trade or commerce sought to be restrained and monopolize 
was the business of selling fire insurance, that the Court rightly decided that such busines 
was not commerce, and that therefore its judgment should be affirmed. The Government 
denies that the Court construed the indictment so narrowly. It insists that the first cout 
of the indictment charges a violation of § 1 of the Act regardless of whether the insurane 
business itself be commerce, since that count charges that the practices of the fire insurance 
companies constituted an unlawful restraint of interstate trade or commerce in such fields 
as transportation and industry which must purchase fire insurance. Cf. Polish Alliances, 
Labor Board, post, p. 643. In the view we take of the case it is unnecessary to pass upo 
this question. We consider the case on the assumption that appellees’ contention on this 
point is correct. 

8 See Gibbons v. Ogden, 9 Wheat. 1; also, Hamilton and Adair, The Power to Govem 
(N.Y. 1937), PP 53-63. 

® Alexander Hamilton, in 1791, stating his opinion on the constitutionality of the Bank 
of the United States, declared that it would “admit of little if any question” that th 
*sderal power to regulate foreign commerce included “the regulation of policies of insur 

ace.” 3 Works of Alexander Hamiltor (Fed. Ed., N.Y. 1904) pp. 445, 469-470. § 
ag of the need of a federal power to regulate “commerce,” Hamilton had earlier said, “It 
$s, indeed, evident, on the most superficial view, that there is no object, either as it respects 
the interests of trade or finance, that more strongly demands a federal superintendence” 
Federalist No. XXII, The Federalist (Rev. Ed., N.Y. 1901) 110. 

10 According to figures gathered by the National Resources Committee, each of the thre 
largest legal reserve life insurance companies in 1935 had assets greater than any one df 
the three largest industrial corporations, viz., the Standard Oil Company of New Jersey, 
the United States Steel Corporation, or the General Motors Corporation. Report to the 
President by the National Resources Committee, June 9, 1939: The Structure of th 
American Economy, Part I, pp. 100, 101 (U.S. Government Printing Office). 

11U.S. Department of Commerce, Statistical Abstract of the United States, 1942, pp. 
335-342, 694. 

12 Thid,, pp. 195, 335-342. 

13 Sixteenth Census of the United States—1940; Part 1: United States Summary, Vol 
III, The Labor Force, pp. 180, 181. 
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business. Insurance touches the home, the family, and the occupa- 

a inthe business of almost every person in the United States.” 
i This pusiness is not separated into 48 distinct territorial compartments which 
ces in isolation from each other. Interrelationship, interdependence, and 
tavegratiOn of activities in all the states in which they operate are practical 
ts of the insurance companies’ methods of doing business. A large share 
of the insurance business is concentrated in a comparatively few companies 
jocated, for the most part, in the financial centers of the East.“ Premiums col- 
jected from policyholders in every part of the United States flow into these com- 
nies for investment. As policies become payable, checks and drafts flow back 
vias many states where the policyholders reside. The result is a continuous 
a indivisible stream of intercourse among the states composed of collections 
{ premiums, payments of policy obligations, and the countless documents and 
communications which are essential to the negotiation and execution of policy 
contracts. Individual policyholders living in many different states who own 
licies in a single company have their separate interests blended in one as- 
sembled fund of assets upon which all are equally dependent for payment of 
their policies. The decisions which that company makes at its home office—the 
risks it insures, the premiums it charges, the investments it makes, the losses 
it pays—concern not just the people of the state where the home office happens 
to be located. They concern people living far beyond the boundaries of that 


te. - ; . 

That the fire insurance transactions alleged to have been restrained and 
monopolized by appellees fit the above described pattern of the national insurance 
trade is Shown by the indictment before us. Of the nearly 200 combining com- 
panies, chartered in various states and foreign countries, only 18 maintained 
their home offices in one of the six states in which the S.B.U.A. operated; and 
127 had headquarters in either New York, Pennsylvania, or Connecticut. During 
the period 1931-1941 a total of $488,000,000 in premiums was collected by local 
agents in the six states, most of which was transmitted to home offices in other 
states; while during the same period $215,000,000 in losses was paid by checks or 
drafts sent from the home offices to the companies’ local agents for delivery to 
the policyholders.” Local agents solicited prospects, utilized policy forms sent 
from home offices, and made regular reports to their companies by mail, telephone 
or telegraph. Special travelling agents supervised local operations. The in- 
surance sold by members of S.E.U.A. covered not only all kinds of fixed local 
properties, but also such properties as steamboats, tugs, ferries, shipyards, ware- 
houses, terminals, trucks, busses, railroad equipment and rolling stock, and 
movable goods of all types carried in interstate and foreign commerce by every 
media of transportation. 

Despite all of this, despite the fact that most persons, speaking from common 
knowledge, would instantly say that of course such a business is engaged in 
trade and commerce, the District Court felt compelled by decisions of this Court 
to conclude that the insurance business can never be trade or commerce within 


the meaning of the Commerce Clause. We must therefore consider these 
decisions. 





*“We have shown that the business of insurance has very definite characteristics, with 
areach of influence and consequence beyond and different from that of the ordinary busi- 
nesses of the commercial world, to pursue which a greater liberty may be asserted. ... 
Insurance . . . is practically a necessity to business activity and enterprise. It is, ther?” 
fore, essentially different from ordinary commercial transactions, and, as we have see 
according to the sense of the world from the earliest times—certainly the sense of thé 
modern world—is of the greatest public concern.” German Alliance Ins. Co. v. Kansas, 
283 U.S. 389, 414-415. 

The five largest legal reserve life insurance companies, owning total assets of approxi- 
mately $15,000,000,000, have their home offices in or near New York City. Best’s Life 
Reports. 1939, as summarized in Monograph 28 printed for the use of the Temporary Na- 
tional Economic Committee, Appendix A (U.S. Government Printing Office, 1940). Pach 
of these companies is licensed in every state of the Union except that two of them are not 
licensed in Texas. Life Insurance Year Book, 1942-3. 

The five largest stock fire and marine insurance companies, owning total assets of 
approximately $550,000,000, are similarly located. Best’s 1943 Digest of Insurance 
Stocks, xxii. And each does business in every state of the Union. Ibid. 

*The amounts given as premiums collected and losses paid during the period 1931-1941 
are for all stock fire insurance companies operating in the six states involved. The com- 
panies which were parties to the alleged conspiracies probably collected and paid about 90% 
of these amounts since they controlled that percentage of the total business. 
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In 1869 this Court held, in sustaining a statute of Virginia which regulate 
foreign insurance companies, that the statute did not offend the Commer 
Clause because “issuing a policy of insurance is not a transaction of commer” 
Paul v. Virginia, 8 Wall. 168, 183." Since then, in similar cases, this statement 
has been repeated, and has been broadened. In Hooper v. California, 155 yg 
648, 654, 655, decided in 1895, the Paul statement was reaffirmed, and the 
added that, “The business of insurance is not commerce.” In 1913 the New 
York Life Insurance Company, protesting against a Montana tax, challenge 
these broad statements, strongly urging that its business, at least, was SO Cop. 
ducted as to be engaged in interstate commerce. But the Court again approyg 
the Paul statement and held against the company, saying that “contracts ¢ 
insurance are not commerce at all, neither state nor interstate.” New York Life 
Ins. Co. v. Deer Lodge County, 231 U.S. 495, 503-504, 510." 

In all cases in which the Court has relied upon the proposition that “the bug. 
ness of insurance is not commerce,” its attention was focused on the validj 
of state statutes—the extent to which the Commerce Clause automatically de 
prived states of the power to regulate the insurance business. Since Congress 
had at no time attemped to control the insurance business, invalidation of th 
state statutes would practically have been equivalent to granting insurance cop. 
panies engaged in interstate activities a blanket license to operate without legal 
restraint. As early as 1866 the insurance trade, though still in its infancy, 
was subject to widespread abuses.” To meet the imperative need for correction 
of these abuses the various state legislatures, including that of Virginia, passa 
regulatory legislation." Paul v. Virginia upheld one of Virginia's statutes. } 
uphold insurance laws of other states, including tax laws, Paul v. Virginia: 
generalization and reasoning have been consistently adhered to. 

Today, however, we are asked to apply this reasoning, not to uphold another 
state law, but to strike down an Act of Congress which was intended to regulate 
certain aspects of the methods by which interstate insurance companies qi 
business; and, in so doing, to narrow the scope of the federal power to regulate 
the activities of a great business carried on back and forth across state ling, 
But past decisions of this Court emphasize that legal formulae devised t 
uphold state power cannot uncritically be accepted as trustworthy guides to 
determine Congresisonal power under the Commerce Clause.” Furthermore, 
the reasons given in support of the generalization that “the business of insurange 
is not commerce” and can never be conducted so as to constitute “Commerce 
among the States” are inconsistent with many decisions of this Court whia 


“The defect of the argument lies in the character of their business. Issuing a policy 
of insurance is not a transaction of commerce. The policies are simple contracts of in 
demnity against loss by fire, entered into between the corporations and the assured, fora 
consideration paid by the latter. These contracts are not articles of commerce in any 
proper meaning of the word. They are not subjects of trade and barter offered in th 
market as something having an existence and value independent of the parties to them, 
They are not commodities to be shipped or forwarded from one State to another, and the 
put up for sale. They are like other personal contracts between parties which are com 
pleted by their signature and the transfer of the consideration. uch contracts are not 
inter-state transactions, though the parties may be domiciled in different States, The 
policies do not take effect—are not executed contracts—until delivered by the ee 
Virginia. They are, then, local transactions, and are governed by the local law.” 8 Wall 
168, 183. 

18 Other cases which have repeated or relied upon the Paul generalization are Ducat r. 
Chicago, 10 Wall. 410, 415; Liverpool Insurance Oo. v. Massachusetts, 10 Wall. 566, 573; 
Philadelphia Fire Asan. v. New York, 119 U.S. 110, 118; Noble v. Mitchell, 164 U.S. 36, 
370; New York Life Ins. Co. v. Cravens, 178 U.S. 389, 401; Nutting v. Massachusetts, 18 
U.S. 553; Northwestern Mutual Life Ins. Co. v. Wisconsin, 247 U.S. 132; National Union 
Fire Ins. Co. v. Wanberg, 260 U.S. 71, 75; Bothwell v. Buckbee, Mears Co., 275 U.S. 274, 
276-277 ; and Colgate v. Harvey, 296 U.S. 404, 432. For a collection and analysis of th 
eases see Gavit, The Commerce Clause of the United States Constitution (Bloomington, 
Indiana, 1932), pp. 124-139. 

19 For statistics illustrative of the tremendous expansion of the fire and marine insurantt 
business between 1860-1941, see New York Insurance Report for 1942, Vol. II, Table é 
In 1860 fire and marine insurance companies reporting to the New York Superintendent of 
Insurance listed assets of seereavere and premiums written of $13,500,000. In 1941 the 
listed assets of almost $3,000,000,000, and premiums written of $1,150,000,000. Ibid. 

20 See generally Insurance Blue Book (Centennial Issue 1876-77), c. VI, “Fire Insurante, 
1860-1869” ; Patterson, The Insurance Commissioner.in the United States (Camb. 1927), 
pp. 519-537; Nehemkis, Paul v. Virginia, The Need for Re-examination, 27 Georgetow: 
L.J. 519 (1939). 

21 Thid. 

2 See, e.g., Wickard v. Filburn, 317 U.S. 111, 121-122; Binderup v. Pathe Eachange, 263 
U.S. 291, 311; Stafford v. Wallace, 258 U.S. 495, 525-528 ; Bacon v. Illinois, 227 U.S. 504, 
516-517 ; Swift € Co. v. United States, 196 U.S. 375, 400. 
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have upheld federal statutes regulating interstate commerce under the Com- 
jlause.” 
tenses advanced for the rule in the Paul case has been that insurance 
licies “are not commodities to be shipped or forwarded from one State to 
another.” ™ But both before and since Paul v. Virginia this Court has held 
that Congress can regulate traffic thought it consist of intangibles.” Another 
reason much stressed has been that insurance policies are mere personal contracts 
gubject to the laws of the state where executed. But this reason rests upon a 
distinction between what has been called “local” and what “interstate,” a type of 
mechanical criterion which this Court has not deemed controlling in the measure- 
ment of federal power. Cf. Wickard v. Filburn, 317 U.S. 111, 119-120; Parker Vv. 
brown, 317 U.S. 341, 360. We may grant that a contract of insurance, considered 
as a thing apart from negotiation and execution, does not itself constitute inter- 
state commerce. Of. Hall v. Geiger-Jones Co., 242 U.S. 589, 557-558. But it does 
not follow from this that the Court is powerless to examine the entire transaction, 
of which that contract is but a part, in order to determine whether there may be a 
chain of events which becomes interstate commerce.” Only by treating the 
Congressional power over commerce among the states as a “technical legal 
conception” rather than as a “practical one, drawn from the course of business” 
could such a conclusion be reached. Swift & Co. v. United States, 196 U.S. 375, 
998, In short a nationwide business is not deprived of its interstate character 
merely because it is built upon sales contracts which are local in nature. Were 
the rule otherwise, few businesses could be said to be engaged in interstate 
erce. 
canether reason advanced to support the result of the cases which follow 
Paul v. Virginia has been that, if any aspects of the business of insurance be 
treated as interstate commerce, “then all control over it is taken from the 
and the legislative regulations which this Court has heretofore sustained st 
be declared invalid.” Accepted without qualification, that broad statement is 
inconsistent with many decisions of this Court. It is settled that, for Consti- 
tutional purposes, certain activities of a business may be intrastate and therefore 


*=That the decisions of this Court upholding state insurance laws do not necessarily 
constitute a denial of federal power to regulate insurance has, upon occasion, been recog- 
nized both by insurance executives and lawyers. See, for example, An Address on the 
Regulation of Insurance By Congress, by John F. Dryden, President, Prudential Insurance 
Company of America, delivered November 22, 1904, pp. 12-13: “‘The decision [Paul v. 
Virginia], and those that have followed, did not relate to the real point involved in a 
consideration of the regulation of the insurance business as interstate commerce by the 
Federal government. ... It is the opinion of qualified authorities who have given most 
careful consideration to this aspect of the subject . . . that under the implied and result- 
powers of the Constitution the Supreme Court would not withhold the verdict of con- 
tutionality from an act of Congress declaring interstate insurance to be interstate 
commerce.’ See, similarly, Insurance is Commerce, by George F. Seward, President, The 
Fidelity and Casualty Company of New York (1910) pp. 15-16; S. S. Huebner, Federal 
rvision and Regulation of Insurance, Annals, Amer. Acad. of Pol. and Soc. Science, 
Vol. xxvi, No. 3 (1905) 681-707. But see, e.g., contra: Vance, Federal Control of Insur- 
ance Corporations, 17 Green Bag (1905) 83, 89; Randolph, Opinion on the Proposal for 
Federal Supervision of Insurance (N.Y. 1905) pp. 12—20. 

The report of the Committee on Insurance Law of the American Bar Association, in 
1906, discussing the constitutionality of federal supervision of insurance, stated flatly that 
Poul vy. Virginia and the cases which followed it “do not bar Congressional action.” Re- 
ports of American Bar Association, Vol. xxix, Part 1 (1906), pp. 538, 552-567. 

%See Note 17, supra. 

%See for illustration Gibbons v. Ogden, 9 Wheat. 1, 189-190, 229-230: Pensacola Tele- 
graph Co. vy. Western Union Telegraph Co., 96 U.S. 1; Lottery Case, 188 U.S. 321; Jordan 
¥. Tashiro, 278 U.S. 123, 127-128; Electric Bond ¢€ Share Co. v. Securities € Erchange 
ne 303 U.S. 419, 432-433; and American Medical Assn. v. United States, 317 


*Cf. Hoopeston Canning Co. v. Cullen, 318 U.S. 313, 317. “The contracts of insurance 
may be said to be interdependent. They cannot be regarded singly, or isolatedly, and the 
effect of their relation is to create a fund of ossurance and credit, the companies becoming 
the depositories of the money of the insured, possessing great power thereby and charged 
with great responsibility.” German Alliance Ins. Co. v. Kansas, 233 U.S. 389, 414. And 
see Furst v. Brewster, 282. U.S. 493, 497-498. 

cemeteising the Swift case, Mr. Chief Justice Taft had this to say: “That case was a 
milestone in the interpretation of the commerce clause of the Constitution. It recognized 
A changes and development in the business of this vast country and drew again the 
dividing line between interstate and intrastate commerce where the Constitution intended 
itto be. It refused to permit local incidents of great interstate movement, which taken 
tone were intrastate, to characterize the movement as such. {Italic supplied.] The 
Swift case merely fitted the commerce clause to the real and practical essence of modern 
business growth.”’ Chicago Board of Trade v. Olsen, 262 U.S. 1, 35. 

Compare Indiana Farmer's Guide Co. v. Prairie Farmer Co., 293 U.S. 268, 274--277; 
Stafford y. Wallace, 258 U.S. 495, 518-519. 

* New York Life Ins. Co. v. Deer Lodge County, 231 U.S. 495, 509. 
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subject to state control, while other activities of the same business may be inter. 
state and therefore subject to federal regulation.” And there is a wide range of 
business and other activities which, though subject to federal regulation, ar 
so intimately related to local welfare that, in the absence of Congressional actj 
they may be regulated or taxed by the states.” In marking out these Activities 
the primary test applied by the Court is not the mechanical one of whether the 
particular activity affected by the state regulation is part of interstate com 

but rather whether, in each case, the competing demands of the state and Nationa} 
interests involved can be accommodated.” And the fact that particular D 

of an interstate business or activity have long been regulated or taxed by States 
has been recognized as a strong reason why, in the continued absence of conflict 
Congressional action, the state regulatory and tax laws should be declared val 

The real answer to the question before us is to be found in the Commer 
Clause itself and in some of the great cases which interpret it. Many deg. 
sions make vivid the broad and true meaning of that clause. It is interstat 
commerce subject to regulation by Congress to carry lottery tickets from stat 
to state. Lottery Case, 188 U.S. 321, 355. So also is it interstate commerce tp 
transport a woman from Louisiana to Texas in a common carrier, Hoke v. Unite 
States, 227 U.S. 308, 320-323; to carry across a state line in a private autom 
bile five quarts of whiskey intended for personal consumption, United States y, 
Simpson, 252 U.S. 465; to drive a stolen automobile from Lowa to South Dakota, 
Brooks v. United States 267 U.S. 432, 436-439. Diseased cattle ranging betwee, 
Georgia and Florida are in commerce, Thornton v. United States, 271 U.S. 414 
425; and the transmission of an electrical impulse over a telegraph line he 
tween Alabama and Florida is intercourse and subject to paramount federg) 
regulation, Pensacola Telegraph Co. v. Western Union Telegraph Co., 96 U.8.1, 
11. Not only, then, may transactions be commerce though non-commercial ; they 
may be commerce though illegal and sporadic, and though they do not utilize com. 
mon carriers or concern the flow of anything more tangible than electrons and ip. 
formation. These activities having already been held to constitute interstatp 
commerce, and persons engaged in them therefore having been held subject tp 
federal regulation, it would indeed be difficult now to hold that no activities of 
any insurance company can ever constitute interstate commerce so as to make 
it subject to such regulation ;—activities which, as part of the conduct of a legi- 
timate and useful commercial enterprise, may embrace integrated operations in 
many states and involve the transmission of great quantities of money, dow 
ments, and communications across dozens of state lines. 

The precise boundary between national and state power over commerce has 
never yet been, and doubtless never can be, delineated by a single abstract def- 
nition. The most widely accepted general description of that part of commerce 
which is subject to the federal power is that given in 1824 by Chief Justice Mar. 


” See, e.g., Crutcher v. Kentucky, 141 U.S. 47, 59-61; Atlantic Refining Co. v. Virginia, 
302 U.S. 22, 26; McGoldrick vy. Berwind-White Co., 309 U.S. 33. 

%® See Gibbons v. Ogden, 9 Wheat. 1, 200, 203-210; Willson v. Black Bird Creek Marsh 
Co., 2 Pet. 245, 250-252; License Cases, 5 How. 504, Opinion of Mr. Chief Justice Taney, 
578-586 ; Cooley v. Board of Wardens, 12 How. 299, 318-321; Kelly v. Washington, 302 
U.S. 1, 9-10. Cf. Sturges v. Crowninshield, 4 Wheat. 122, 192-196; Houston v. Moore, 
5 Wheat. 1, Opinion of Mr. Justice Story, 48—50. 

81 Parker v. Brown, 317 U.S. 341, 362-363; ef. California v. Thompson, 313 U.S. 108, 
112-116; South Carolina State Highway Dept. v. Barnwell Brothers, 303 U.S. 177, 18 
192, and cases cited therein in footnote 5; Hall v. Geiger-Jones Co., 242 U.S. 539, 558-559; 
Bowman vy. Chicago ¢ North Western Ry. Co., 125 U.S. 465, 482-483. That different 
members of the Court applying this test to a particular state statute may reach cope 
eonclusions as to its validity does not argue against the correctness of the test itself. 
Such differences in judgment are inevitable where solution of a Constitutional problem 
must depend upon considered evaluation of competing Constitutional objectives. See, eg, 
McGoldrick v. Berwind-White Co., 309 U.S. 33, 48, 59; McCarroll v. Dixie Greyhound Lines, 
309 U.S. 176, 183; Duckworth v. Arkansas, 314 U.S. 390, 397; cf. Gwin, White € Princey, 
Henneford, 305 U.S. 434, 442. 

32 See, e.g., Cooley v. Board of Wardens, 12 How. 299; New York Life Ins. Co. v. Dee 
Ledes Svea 231 U.S. 495; cf. Bowman vy. Chicago & North Western Ry. Co., 125 US. 

5, 482-483. 

3% Lottery Case, 188 U.S. 321, 363; ef. Kirschbaum Co. v. Walling, 316 U.S. 517, 5%. 
This particular difficulty was recognized by the authors of the Federalist Papers: “All 
new laws, though penned with the greatest technical skill, and passed on the fullest and 
most mature deliberation, are considered as more or less obscure and equivocal, until theft 
meaning be liquidated and ascertained by a series of particular discussions and adjudici- 
tions. ... Here, then, are three sources of vague and incorrect definitions: indistinct 
ness of the object, imperfection of the organ of conception, inadequateness of the vehicl 
of ideas. Any one of these must produce a certain degree of obscurity. The Convention, 
in delineating the boundary between the federal and State jurisdictions must have expe 
rienced the full effect of them all.” Federalist No. XXXVI, The Federalist (Rev. Bi, 
N.Y. 1901), pp. 193-194. 
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in Gibbons v. Ogden, 9 Wheat. 1, 189-190: “Commerce, undoubtedly, is traf- 

fic, but it is something more: it is intercourse. It describes the commercial inter- 

between nations, and parts of nations, in all its branches... .” Com- 

is interstate, he said, when it “concerns more States than one.” IJd., 194. 

No decision of this Court has ever questioned this as too comprehensive a de- 

ption of the subject matter of the Commerce Clause.™ To accept a descrip- 

tion less comprehensive, the Court has recognized, would deprive the Congress of 

that full power necessary to enable it to discharge its Constitutional duty to gov- 
en commerce among the states.” 

The power confined to Congress by the Commerce Clause is declared in The 
Federalist to be for the purpose of securing the ‘maintenance of harmony and 
proper intercourse among the States.” ** But its purpose is not confined to em- 

Congress with the negative authority to legislate against state regula- 

tions of commerce deemed inimical to the national interest. The power granted 

is a positive power. It is the power to legislate concerning transactions 

which, reaching across state boundaries, affect the people of more states than 

gne;—to govern affairs which the individual states, with their limited territorial 

tions, are not fully capable of governing.” This federal power to deter- 

mine the rules of intercourse across state lines was essential to weld a loose 

confederacy into a single, indivisible Nation; its continued existence is equally 
essential to the welfare of that Nation.” 

Our basic responsibility in interpreting the Commerce Clause is to make cer- 
tain that the power to govern intercourse among the states remains where the 
Constitution placed it. That power, as held by this Court from the beginning, is 
vested in the Congress, available to be exercised for the national welfare as Con- 

shall deem necessary. No commercial enterprise of any kind which con- 
ducts its activities across state lines has been held to be wholly beyond the 
regulatory power of Congress under the Commerce Clause. We cannot make an 
exception of the business of insurance. 


II. 


We come then to the contention, earnestly pressed upon by by appellees, that 
Qongress did not intend in the Sherman Act to exercise its power over the 
interstate insurance trade. 

Certainly the Act’s language affords no basis for this contention. Declared 
illegal in § 1 is “every contract, combination in the form of trust or otherwise, or 
conspiracy, in restraint of trade or commerce among the several States . . .”; and 
“every person” who shall make such a contract or engage in such a combination 





““Commerce is intercourse: one of its most ordinary ingredients is traffic.” Brown v. 
Maryland, 12 Wheat. 419, 446. ‘“‘And although commerce includes traffic in this narrower 
sense, for more than a century it has been judicially recognized that in a broad sense it 
embraces every phase of commercial and business activity and intercourse.” Jordan v. 
Tashiro, 278 U.S. 123, 127-128. 

Commerce ‘“comprehends intercourse for the purposes of trade in any and all its forms, 
including the transportation, purchase, sale, and exchange of commodities. .. .” Welton 
vy. Missouri, 91 U.S. 275, 280. And “intercourse or communication between persons in dif- 
ferent States, by means of correspondence through the mails, is commerce among the 
States within the meaning of the Constitution, especially where . . . such intercourse 
and communication really relates to matters of regular, continuous business and to the 
making of contracts and the transportation of books, papers, etc., appertaining to such 
business.” International T'extbook Co. v. Pigg, 217 U.S. 91, 107. 

"See Pensacola Telegraph Co. v. Western Union Telegraph Co., 96 U.S. 1, 9. 

“A government ought to contain in itself every power requisite to the full accomplish- 
nent of the objects committed to its care, and to the complete execution of the trusts for 
which it is responsible, free from every other control, but a regard to the public good and 
to the sense of the people.” Federalist No. XXX, The Federalist, supra, 154. 

“Federalist No. XL; Federalist No. XLI; The Federalist, supra, pp. 220, 231. 

“Compare Federalist No. XXIII, The Federalist, supra, 121: “Shall the Union be con- 
stituted the guardian of the common safety? Are fleets and armies, and revenues, neces- 
| to this purpose? The government of the Union must be empowered to pass all laws, 

to make all regulations which have relation to them. The same must be the case in 
Tespect to commerce, and to every other matter to which its jurisdiction is permitted to 
tend... . Not to confer in each case a degree of power commensurate to the end, would 
te to violate the most obvious rules of prudence and propriety, and improvidently to trust 
the mo ae of the nation to hands which are disabled from managing them with 
ss.” 
Note (1943), 32 Georgetown Law Journal 66. 


@ powers conferred by the Commerce Clause “are not confined to the instrumentali- 
Ice with the prose’ known or in use when the Constitution was adopted, but they keep 


ss of the country, and adapt themselves to the new developments of 
and circumstances... . They were intended for the government of the business to 
relate, at all times and under all circumstances.” Pensacola Telegraph Co. v. 


Which the 
Western Union Telegraph Co., 96 U.S. 1,9. Compare Federalist No. XLIII, The Federalist, 
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or conspiracy is deemed guilty of a misdeameanor. Section 2 is not less 

ing. “Every person” who monopolizes, or attempts to monopolize, or COnSpireg 
with “any other person” to monopolize, “any part of the trade or Commerrs 
among the several States” is, likewise, deemed guilty of a misdemeanor, Lan. 
guage more comprehensive is difficult to conceive. On its face it shows a care 
studied attempt to bring within the Act every person engaged in business Whose 
activities might restrain or monopolize commercial intercourse among the states 

A general application of the Act to all combinations of business and capita 
organized to suppress commercial competition is in harmony with the spirit ang 
impulses of the times which gave it birth. “Trusts” and “monopolies” were thy 
terror of the period.” Their power to fix prices, to restrict production, to 
small independent traders, and to concentrate large power in the few to the 
detriment of the many, were but some of numerous evils ascribed to them.” 
organized opponents of trusts aimed at the complete destruction of all busines 
combinations which possessed potential power, or had the intent, to destroy eon. 
petition in whatever the people needed or wanted.“ So great was the str 
of the anti-trust forces that the issue of trusts and monopolies became non-part. 
san. The question was not whether they should be abolished, but how this 
purpose could best be accomplished.* 

Combinations of insurance companies were not exempt from public host 
against the trusts. Between 1885 and 1912 twenty-three states enacted layy 
forbidding insurance combinations.“ When, in 1911, one of these state statute 
was unsuccessfully challenged in this Court, the Court had this to say: “We cay 
well understand that fire insurance companies, acting together, may have owney 
of property practically at their mercy in the matter of rates, and may have j 
in their power to deprive the public generally of the advantages flowing from 
competition between rival organizations engaged in the business of fire insurang 


%° A historian of the Wheel, one of the strongest of the farmers’ organizations in the '80, 
had this to say about its origin: “The question has often been asked, what gave rise to th 
Wheel? This question is as easily answered as asked, Monopoly! ... Monopoly asping 
to make the people its servants, politically, financially and socially, and demands that w 
offer on its golden altar all that we are and have, souls, bodies, lives. liberty, and common 
country, unreservedly and without complaint.” Morgan, History of the Wheel and Alliang 
(Fort Seott, Kan. 1889), P. 56. Compare Slauyhter-House Cases, 16 Wall. 36 (1873), 
Dissenting opinions of Justices Field and Bradley. pp. 83, 101-110, 111, 119-121, 

“See Apex Hosiery Co. v. Leader, 310 U.S. 469, 491-493, 497-498 ; Standard Oil 00.1, 
United States, 221 U.S. 1, 58; United States v. Trans-Missouri Freight Assn., 166 U.S. 
322-325. See also Paramount Famous Lasky Corp. v. United States, 282 U.S. 30, 42-43, 

Nor was the opposition to trusts limited to the monopolization of “goods and services,” 
At the instance of Senator Ingalls of Kansas an amendment was added to the Sherman hill 
designed to tax out of existence the business of dealing in futures contracts. 21 Cong. Ree, 
2613. The Ingalls amendment was adopted by the Senate without a record vote, [4 
Subsequently the Sherman bill, as amended, was redrafted by the Senate Judiciary Com 
mittee which used substantially the same broad and sweeping language which Sections! 
and 2 of the Act contain today. With that language the Sherman bill had the supporta 
Senator Ingalls and other proponents of the Ingalls amendment. 21 Cong. Rec. 3145, 315}, 
And see United States v. Patten, 226 U.S. 525; Peto v. Howell, 101 F. 2d 353; cf. Chica 
Board of Trade vy. Olsen, 262 U.S. 1: Stafford v. Wallace, 258 U.S. 495. 

See. generally. Ashby, The Riddle of the Sphinx (Des Moines 1890) ; Morgan, History of 
the Wheel and Alliance (Fort Scott, Kans. 1880); Buck. The Granger Movement (Camb, 
1913); Cloud, Monopolies and the People (Davenport. Iowa 1873): Wensver, A Call t 
Action (Des Moines 1892) ; Hicks, The Populist Revolt —_ae 1931). 

41 Representative of anti-trust platforms, resolutions, etc., of contemporary agrariar 
political movements are the following: “We demand . . . the passage of a law prohibiting 
the formation of trusts and combinations by speculators to secure control of the necessaries 
of life for the purpose of forcing up prices on consumers, imposing heavy penalties” (Texas 
Farmers’ State Alliance, Report of Committee on Industrial Depression (1888)); “Th 
objects of the National Alliance are . . . to oppose all forms of monopoly as being detrl 
mental to the best interests of the public’ (National Farmers’ Alliance, Constitution 
(1887)); “We hold to the principle that all monopolies are dangerous .. ., tending 
enslave a free people . . .” (National Farmers’ Alliance and Industrial Union, Constitution 
1889) ) ieray) oppose the tyranny of monopolies” (National Frange, Declaration of Pur 
poses ( )). 

“The platforms of both the Republican and the Democratic parties in 1888 stated m 
qualified opposition to monopolies and trusts. Brandon, Platforms of the Two Great Pollt- 
cal Parties 1856-1928. The recorded vote in the House on the final conference report 
the Sherman Act shows 242 ayes. no nays, and 85 not voting. 21 Cong. Rec. 6314. 

43 Four of these statutes were enacted before 1890. L.N.H. 1885, ch. 93, p. 289; L. Ohio 
1885, No. 284, p. 231; L. Mich. 1887, No. 285, p. 384; L. Kan. 1889, ch. 257, p. 389, and 
L. Kan. 1897, ch. 265, p. 481; L. Ga. 1890-91, No. 745, p. 206; L. Maine 1893. ch. 285.) 
339: L. Mo. 1895, p. 237: L. Iowa 1896, ch. 22. p. 31; L. Ala. 1896-97, No. 634, p. 1328; 
L. Neb. 1897, ch. 79, p. 347; L. Neb. 1897, ch. 81, p. 354; L. Neb. 1913, ch. 154, » = 
419; L. Wis. 1897, ch. 356, p. 908; Acts Va. 1898, ch. 644, p. 683; Acts S.C. 1902, No. 574, 
p. 1057; L.S.D. 1903, ch. 158, p. 183; G.L. Tex. 1903, ch. 94, p. 119: Ark. Acts 19%, 
No. 1. p. 1, as amended by Ark. Acts 1907, No. 184. p. 430: P.L.N.C. 1905, ch. 424, p.4% 
and P.L.N.C. 1915, ch. 166, p. 243; Acts Tenn. 1905, ch. 479. p. 1019: Miss. Code 1906, 
§ 5002, adopted L. Miss. 1906, ch. 101, p. 78; Gen. L. Ore. 1909, ch. 230, pp. 388, 399; 
Sess. L. Wash. 1911, ch. 49, pp. 161, 195, and Sess. L. Wash. 1915, ch. 97, p. 278; L, Arle 
1912, ch. 73, p. 354; Acts La. 1912, No. 224, p. 509. 
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In order to meet the evils of such combinations or associations, the State is com- 

ent to adopt appropriate regulations that will tend to substitute competition 
in the place of combination or monopoly.” German Alliance Ins. Co. v. Hale, 

, 316. 

Be cllees argue that the Congress knew, as doubtless some of its members 
did, that this Court had prior to 1890 said that insurance was not commerce and 
was subject to state regulation, and that therefore we should read the Act as 
though it expressly exempted that business. But neither by reports nor by 
statements of the bill’s sponsors or others was any purpose to exempt insurance 
companies revealed. And we fail to find in the legislative history of the Act 
gn expression of a clear and unequivocal desire of Congress to legislate only 
within that area previously declared by this Court to be within the federal 
power.” Cf. Helvering v. Griffiths, 318 U.S. 371; Parker v. Motor Boat Sales, 
$14 U.S. 244. We have been shown not one piece of reliable evidence that the 
Gongress of 1890 intended to freeze the proscription of the Sherman Act within 
the mold of then current judicial decisions defining the commerce power. On 
the contrary, all the acceptable evidence points the other way. That Congress 
wanted to go to the utmost extent of its Constitutional power in restraining 
trust and monopoly agreements such as the indictment here charges admits of 


EvrSeP aS sea aerate 


ity little, if any, doubt.“ The purpose was to use that power to make of ours, so 
AWS m 
ite | ~, 


“The farm organizations of this period did not rely solely upon prohibitory legislation 
to protect themselves from combinations of insurance companies. “In 1886, tired of the 
axtortions of the old-line insurance companies, the Territorial Alliance appointed a com- 
mittee... to devise and put in operation a system of mutual insurance . . . , the result 
of which has been eminently successful.” Report of Alonzo Wardall, President of the 
Alllance Insurance Companies of the Dakotas, printed in Ashby, The Riddle of the Sphinx 
(Des Moines 1890), p. 363 

“We have been pointed to only one reference made to the business of insurance in the 


‘ Congressional discussions preceding passage of the Sherman Act, and that is a statement 
80's, of Senator Turpie which flatly challenged the reasoning of this Court in holding that 
0 the jnsurance was not commerce, and further predicted that in the future the Commerce Clause 
- would not be given such a limited construction : 


“The Senator from Missouri [Mr. Vest] spoke the other day aboutt he difficulty of defining 










nme the word ‘commerce.’ especially as contained in the phrase ‘interstate commerce.’ I ree- 
m dlect one judicial decision upon this subject very definitely. The Supreme Court has 
818), decided that insurance is not commerce, and I suppose by following the circle of negations 
jong enough and excluding all the things not commerce we should come at last to the 
00. ¥. rsiduum, which must be commerce or interrstate commerce, because it can be nothing else. 
2m A fortiori, judging from this principle, I should myself have decided that transportation is 
= » | notcommerce nor interstate commerce either. .. . 
ig “I feel inclined to make the prediction, as one of the things to come in this vast domain, 
ie warcely touched, of cases arising under the Constitution and laws of Congress, that the 
4 ia whole mass of merchantable paper known as negotiable by the law merchant, made at one 
O place, negotiable at another, payable at another, transcending in its negotiation State 
q | lines, will be remitted to Congressional action, and with respect to its creation, its forma- 
oe tion, its negotiation, with respect to all the rights and liabilities which may arise under it 
mts the people stunned with the eternal dissonance of conflicting decisions and judgments of 
*hicage forty-eight or fifty tribunals of last resort in the States upon the subject of interrstate 
negotiable paper, will require Congress to act therein, and that, unconstitutional as I now 
tory of deem it or think it, is will as a matter of necessity be done, and in any such legislation 
(Camb. with respect to that paper, the whole bulk of it, the personal and peculiar conditions of 
Call tp | litigants will not be inquired about, but simply whether the one party or the other is 
tititled to relief or liable to recovery against him by reason of being a party to interstate 
varia’ | “mmercial paper, negotiable and payable and suable under the action of Congress which 
hihiting | May finally take place upon that subject. . . . 
egsaries Nor do I think with the Senator from New York that we are discharged from duty or 
(Texas | teased from our obligation to legislate upon the subject of trusts because the States have 
+ “The | aright to do so.’ 21 Cong. Rec. 2556-2557. 
g detr- | And see Note 48, infra. 
fitutin | “Senator George, a member of the Senate Judiciary Committee which redrafted the 
ding to | Sherman Act before its final passage, stated on the floor of the Senate that, “The bill has 
titution ben very ingeniously and properly drawn to cover every case which comes within what 
of Pur | § called the commercial power of Congress. ... It is well known that the great evil of 
these combinations, these conspiracies, as they are called, these monopolies, as they are 
ated mt | @nominated by the bill, consists in the fact that by combination, by association, there have 
t Polite | Ween gathered together the money and the means of large numbers of persons, and under 
eport ot combinations, or conspiracies, or trusts, this great aggregated capital is wielded by 





tsingle hand and guided by a single brain, or at least by hands and brains acting in com- 

harmony and co-operation, and that in this way, by this association, by this direction 
of this immense amount of capital, by one organized will, to a very large extent, these 
Wolgs have been perpetrated upon the American people.” 21 Con. Rec. 3147. 

lier, Senator Sherman had explained, “I do not wish to single out any particular 
Must or combination. It is not a particular trust, but the system I aim at.” 21 Cong. 
Mee, 2457. And in the House, Representative Stewart, delivering the last speech preceding 
the unanimous adoption of the present Act, stated “. . . The provisions of this trust bill 
te just as broad, sweeping, and explicit as the English language can make them to express 
the ce of Congress over this subject under the Constitution of the United States... .”” 
Cong, Rec. 6314. 
Compare Kidd vy, Pearson, 128 U.S. 1 and United States v. E. CO. Knight Co., 156 U.S. 
L with Addyston Pipe & Steel Co. vy. United States, 175 U.S. 211 and United States v. 
American Tobacco Co., 221 U.S. 106. 





























































































































4390 THE INSURANCE INDUSTRY 


far as Congress could under our dual system, a competitive business economy! 
Nor is it sufficient to justify our reading into the Act an exemption for insurang 
that the Congress of 1890 may have known that states already were regula 
the insurance business. The Congress of 1890 also knew that railroads we 
subject to regulation not only by States but by the federal government j 
but this fact has been held insufficient to bring to the railroad companies 
interpretative exemption from the Sherman Act they have sought. United State 
v. Trans-Missouri Freight Assn., 166 U.S. 290, 314-315, 320-325. 

Appellees further argue that, quite apart from what the Sherman Act meant 
in 1890, the succeeding Congresses have accepted and approved the decisions 
of this Court that the business of insurance is not commerce. They call attep. 
tion to the fact that at various times since 1890 Congress has refused to enag 
legislation providing for federal regulation of the insurance business, and thy 
several resolutions proposing to amend the Constitution specifically to authori 
federal regulation of insurance have failed of passage. In addition they emphy. 
size that, although the Sherman Act has been amended several times, no amenj. 
ments have been adopted which specifically bring insurance within the Act's 
proscription. The Government, for its part, points to evidence that varioy 
members of Congress during the period 1900-1914 considered there were “trust 
in the insurance business, and expressed the view that the insurance businey 
should be subject to the antitrust laws.“ It also points out that in the Merchan} 
Marine Act of 1920 Congress specifically exempted certain conduct of marin 
insurance companies from the “antitrust” laws.” 

The most that can be said of all this evidence considered together is that jt 
is inconclusive as to any point here relevant. By no means does it show that 
the Congress of 1890 specifically intended to exempt insurance companies fron 
the all-inclusive scope of the Sherman Act. Nor can we attach significance tp 
the omission of Congress to include in its amendments to the Act an exprey 
statement that the Act covered insurance. From the beginning Congress has 
used language broad enough to include all businesses, and never has amendaj 
the Act to define these businesses with particularity. And the fact that sever] 
Congresses since 1890 have failed to enact proposed legislation providing for 
more or less comprehensive federal regulation of insurance does not even m 
motely suggest that any Congress has held the view that insurance alone, of al] 
businesses, should be permitted to enter into combinations for the purpose of 
destroying competition by coercive and intimidatory practices. 

Finally it is argued at great length that virtually all the states regulate the 
insurance business on the theory that competition in the field of insurance 
is detrimental both to the insurers and the insured, and that if the Sherma 
Act be held applicable to insurance much of this state regulation will be de 
stroyed. The first part of this argument is buttressed by opinions expressed by 
various persons that unrestricted competition in insurance results in financial 
chaos and public injury. Whether competition is a good thing for the insurance 
business is not for us to consider. Having power to enact the Sherman Act, Con 
gress did so; if exceptions are to be written into the Act, they must come from 


*T Senator Sherman, explaining his bill to the Senate, stated, “It is to arm the Feden! 
courts within the limits of their constitutional power that they may co-operate with the 
State courts in checking, curbing, and controlling the most dangerous combinations that 
now threaten the business, property, and trade of the people of the United States” 
21 Cong. Rec. 2457. 

48 For example, the following colloquy occurred in the House during the debate in passage 
of the Clayton Act: 

“Mr. BARTON. We had an illustration recently where a big fire insurance company came 
into the State where local insurance companies have been doing business, not confined to 
the border of the State, and cut prices in that immediate locality until we had in thre 
States 40 or 50 local companies put out of business, and then the price was put bad 
where it was profitable to the company. Might not this same condition exist where We 
started a wholesale house in a State where their territory was confined to the State 
might it not be a reduction of prices for putting that institution out of business? 

“Mr. Wess. If the purpose is to wrongfully injure or destroy a competitor, this section 
will cover such practice; but insurance companies are not reached, as the Supreme Court 
has held that their contracts or policies are not interstate commerce. 

“Mr. BarTON. Is it not right that they should come within the law? 

“Mr. Wess. Yes.” 51 Cong. Rec. 9390. 

So far as appears, this was the only mention of the insurance cases during the discus 
sions leading to passage of the Clayton Act. And, as in 1890, when the Sherman Att 
was under consideration, the reference to these cases showed dissatisfaction with them 
See note 45, supra. 

49 § 29(b), 41 Stat. 988, 1000. 
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the Congress, not this Court. And as was said in answer to a similar argu- 
ment that the Sherman Act should not be applied to a railroad combination : 
“Jt is the history of monopolies in this country and in England that predic- 
tions of ruin are habitually made by them when it is attempted, by legislation, to 
restrain their operations and to protect the public against their exactions. . . 
“But even if the court shared the gloomy forebodings in which the defendants 
indulge, it could not refuse to respect the action of the legislative branch of the 
Government if what it has done is within the limits of its constitutional power. 
The suggestions of disaster to business have, we apprehend, their origin in the 
zeal of parties who are opposed to the policy underlying the act of Congress or 
are interested in the result of this particular case; at any rate, the suggestions 
imply that the court may and ought to refuse the enforcement of the provisions 
of the act if, in its judgment, Congress was not wise in prescribing as a rule by 
which the conduct of interstate and international commerce is to be governed, 
that every combination, whatever its form, in restraint of such commerce and 
the monopolizing or attempting to monopolize such commerce shall be illegal. 
These, plainly, are questions as to the policy of legislation which belong to an- 
other department, and this court has no function to supervise such legislation 
from the standpoint of wisdom or policy. ...” Harlan, J., Affirming decree, 
Northern Securities Co. v. United States, 193 U.S. 197, 351-352. 
The argument that the Sherman Act necessarily invalidates many state laws 
regulating insurance we regard as exaggerated. Few states go so far as to 
permit private insurance companies, without state supervision, to agree upon and 
fix uniform insurance rates. Cf. Parker v. Brown, 317 U.S. 341, 350-352. No 
states authorize combinations of insurance companies to coerce, intimidate, 
and boycott competitors and consumers in the manner here alleged, and it can- 
not be that any companies have acquired a vested right to engage in such destruc- 
tive business practices.” 


Reversed. 

Mr. Justice Roserts and Mr. Justice Reep took no part in the consideration 
or decision of this case. 

Mr. CH1eF JUSTICE STONE, dissenting: 

This Court has never doubted, and I do not doubt, that transactions across 
state lines which often attend and are incidental to the formation and per- 
formance of an insurance contract, such as the use of facilities for interstate 
communication and transportation, are acts of interstate commerce subject to 
regulation by the federal government under the commerce clause. Nor do I 
doubt that the business of insurance as presently conducted has in many aspects 
such interstate manifestations and such effects on interstate commerce as may 
subject it to the appropriate exercise of federal power. See Polish Alliance v. 
Labor Board, post, p. 643. 

But such are not the questions now before us. We are not concerned here 
with the power of Congress to do what it has not attempted to do, but with the 
question whethe;: Congress in enacting the Sherman Act has asserted its power 
over the business of insurance. 

The questions which the Government has raised, advisedly it would seem 
(cf. New York Life Ins. Co. v. Deer Lodge County, 231 U.S. 495, 499), by the 
indictment in this case, as it has been interpreted by the District Court below, 
are quite different from the question, discussed in the Court's opinion, whether 
the incidental use of the facilities of interstate commerce and transportation 
in the conduct of the fire insurance business renders the business itself “com- 
merce” within the meaning of the Sherman Act and the commerce clause. The 
questions here are whether the business of entering into contracts in one state, 
insuring against the risk of loss by fire of property in others, is itself interstate 
commerce; and whether an agreement or conspiracy to fix the premium rates 
of such contracts and in other ways to restrict competition in effecting policies 
of fire insurance, violates the Sherman Act. The court below has answered 
“no” to both of these questions. I think that its answer is right and its judg- 
ment should be affirmed, both on principle and in view of the permanency which 
should be given to the construction of the commerce clause and the Sherman 
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Act in this respect, which has until now been consistent] 
branches of the Government. oe by all 

The case comes here on direct appeal by the Government from the Di 
Court’s judgment dismissing the indictment. Under the provisions of 
Criminal Appeals Act, 18 U.S.C. § 682, the only questions open for decision h 
are whether the District Court’s constructions of the commerce clause ane 
the Sherman Act, on which it rested its decision, are the correct ones, J 1 
States v. Borden Co., 308 U.S. 188, 193; United States v. Wayne Pump C — 
U.S. 200, 208; United States v. Swift Co. 318 U.S. 442, 444 Ou St 

or the particular facts to which the court below applied th 
and the Sherman Act we must look to the indictment ood district onal 
construed it. And we must accept that construction, for by the provisions of 
the Criminal Appeals Act the district court’s construction of the indictment . 
reviewable on appeal not by this court but by the circuit court of ap . 
United States v. Patten (226 U.S. 525, 535) ; United States v. Colgate & On tan 
U.S. 300, 306) ; United States v. Borden Co., supra. — 

The district court pointed out that the offenses charged by the indictment are 
conspiracy to fix arbitarary and noncompetitive premium rates on fire insures 
sold in several named States, and by means of that conspiracy to restrain a 
to monopolize trade and commerce in fire insurance in those States. The ¢9 
went on to say: < 

“To constitute a violation of the Sherman Act, the restraint and monopol 
denounced must be that of interstate trade or commerce, and, unless the a 
straint and monopoly charged in the indictment be restraint or monopoly in 
interstate trade or commerce, the indictment must fall. 

“It is not a question here of whether the defendants participated in some 
incidental way in interstate commerce or used in some instances the facilities of 
interstate commerce, but is rather whether the activities complained of ag 
constituting the business of insurance would themselves constitute interstate 
trade or commerce, and whether defendants’ method of conducting same 
amounted to restraint or monopoly of same. It is not a question as to whether 
or not Congress had power to regulate the insurance companies or some phases 
of their activities, but rather whether Congress did so by the Sherman Act, 

“Persons may be engaged in interstate commerce, yet, if the restraint o 
monopoly complained of is not itself a restraint or monopoly of interstate trade 
or commerce, they may not be convicted of violation of the Sherman Act. The 
fact that they may use the mails and instrumentalities of interstate commerce 
and communication, and be subject to Federal regulations relating thereto, 
would not make applicable the Sherman Act to interstate commerce or to activi- 
ties which were not commerce at all. 

“The whole case, therefore, depends upon the question as to whether or not 
the business of insurance is interstate trade or commerce, and if so, whether the 
transactions alleged in the indictment constitute interstate commerce.” 

In short the District Court construed the indictment as charging restraints not 
in the incidental use of the mails or other instrumentalities of interstate com- 
merce, nor in the insurance of goods moving in interstate commerce, but in the 
“business of insurance.” And by the “business of insurance” it necessarily 
meant the business of writing contracts of insurance, for the indictment charges 
only restraints in entering into such contracts, not in their performance.™ and 
the Court deemed it irrelvant that in the negotiation and performance of the 
contracts appellees “may use the mails and instrumentalities of interstate com- 
merce.” It held that that business is not in itself interstate commerce, and that 
the alleged conspiracies to restrain and to monopolize that business were not, 
wihout more, in restraint of interstate commerce and consequently were not vie 
lations of the Sherman Act. 


‘1 It charges an agreement (a) to fix premium rates, (b) to fix commissions paid, (¢) 
to adopt reclassifications of risks on the basis of which premium rates are fixed, (d) to 
adhere to standard terms, conditions, and clauses, in the insurance contract, (e) to with- 
hold reinsurance facilities from non-members of the South-Eastern Underwriters Ass 
ciation, (f) to withdraw from and refuse to enter agencies representing non-members, (2) 
to boycott and withhold patronage from purchasers of insurance from non-members, (h) 
to disparage the services and facilities of non-members, (i) to establish and maintain 
rating bureaus to police and maintain these agreements, (j) to establish and maintain 
boards and groups of agents for the same purpose. There is no allegation that com 
missions are paid otherwise than on the entering into of the contracts. The indictment 
thus charges only restraints in the terms of the insurance contracts and restraints, by 
boyeotts, in competition in entering into such contracts and in entering into contracts of 
reinsurance, 
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This construction of the indictment as confined in its scope to a conspiracy to 
fx premium rates and otherwise restrain competition in the business of writing 
insurance contracts, and to monopolize that business—a construction requiring 
jecision of the question whether that business is interstate commerce—is adopted 
py the Government. Its brief in this Court states the “questions presented” as 
follows : ; ; oe 

“4, Whether the fire insurance business is in commerce. 

“9 Whether the fire insurance business is subject to the constitutional power 
of Congress to regulate commerce among the several states. 

“4 Whether, if so, the Sherman Act is violated by an agreement among fire 
insurance companies to fix and maintain arbitrary and non-competitive rates 
and to monopolize trade and commerce in fire insurance, in part through boycotts 
directed at companies not part of the conspiracy and the agents and purchasers of 
insurance Who deal with them.” 

The numerous and unvarying decisions of this Court that “insurance is not 
commerce” © have never denied that acts of interstate commerce may be inci- 
dental to the business of writing and performing contracts of insurance, or that 
those incidental acts are subject to the commerce power. Our decisions on this 
subject have uniformly rested on the ground that the formation of an insurance 
contract, even though it insures against risk of loss to property located in other 
sates or moving in interstate commerce, is not interstate commerce, and that 
aithough the incidents of interstate communication and transportation which 
often attend the formation and performance of an insurance contract are inter- 
state commerce, they do not serve to render the business of insurance itself 
interstate commerce. See Hooper v. California, 155 U.S. 648, 655; New York 
life Ins. Co. v. Deer Lodge County, 231 U.S. 495, 508-9. 

If an insurance company in New York executes and delivers, either in that 
state or another, a policy insuring the owner of a building in New Jersey against 
loss by fire, no act of interstate commerce has occurred. True, if the owner 
comes to New York to procure the insurance or after delivery in New York 
earries the policy to New Jersey, or the company sends it there by mail or 
messenger, Such would be acts of interstate commerce. Similarly if the owner 
jays the premiums by mail to the company in New York, or the company’s New 
Jersey agent sends the premiums to New York, or the company in New York 
gnds money to New Jersey on the occurrence of the loss insured against, acts 
of interstate commerce would occur. But the power of the Congress to regulate 
them is derived, not from its authority to regulate the business of insurance, 
but from its power to regulate interstate communication and transportation. 
And such incidental use of the facilities of interstate commerce does not render 
the insurance business itself interstate commerce. Nor is the nature of a 
single insurance transaction or a few such transactions not involving interstate 
commerce altered in that regard merely because their number is multiplied. 
The power of Congress to regulate interstate communication and transportation 
incidental to the insurance business is not any more or any less because the 
mmber of insurance transactions is great or small. The Congressional power 
to regulate does not extend to the formation and performance of insurance 
contracts save only as the latter may affect communication and transportation 
Which are interstate commerce or may otherwise be found by Congress to affect 
transactions of interstate commerce. And even then, such effects on the com- 
merce as do not involve restraints in competition in the marketing of goods 
and services are not within the reach of the Sherman Act. That such are the 
controlling principles has been fully recognized by this Court in the numerous 
tases which have held that the business of insurance is not commerce or as 
such subject to the commerce power. See, for example, New York Life Ins. 
(o. v. Deer Lodge County, supra, 508-9. 

These principles are not peculiar to insurance contracts. They are equally 
tpplicable to other types of contracts which relate to things or events in other 
tates than that of their execution, but which do not contain any obligation to 





"Be. Paul v. Virginia, 8 Wall. 168; Ducat v. Chicago, 10 Wall. 410; Liverpool Insurance 
00. vy. Massachusetts, 10 Wall. 566; Philadelphia Fire Assn. v. New York, 119 U.S. 110; 
Hooper v. California, 155 U.S. 648; Noble v. Mitchell, 164 U.S. 367; Orient Insurance Co. 
¥. Daggs, 172 U.S. 557 ; New York Life Ins. Co. v. Cravens, 178 U.S. 389; Nutting v. Massa- 
chusetts, 183 U.S. 553 ; New York Life Ins. Co. v. Deer Lodge County, 231 U.S. 495; North- 
western Mutual Life Ins. Co. v. isconsin, 247 U.S. 132; National Insurance Co. v. 
Wanderg, 260 U.S. 71; Bothwell v. Buckbee, Mears Co., 275 U.S. 274. See also Doyle v. 


fee a aa, O93, 94 U.S. 535, overruled on other grounds by Terral v. Burke Construc- 
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engage in any form of interstate commerce. The parties to them are not @, 
gaged in interstate commerce, for such commerce is not necessarily involved jy 
or prerequisite to the formation of such contracts and they do not in their per 
formance necessarily involve the doing of interstate business. The mere forms, 
tion of a contract to sell and deliver cotton or coal or crude rubber is not 
itself an interstate transaction and does not involve any act of interstate 
merce because cotton, coal and crude rubber are subjects of interstate or f 
commerce, or because in fact performance of the contract may not be eff 
without some precedent or subsequent movement interstate of the Commodities 
sold, or because there may be incidental use of the facilities of interstate 
merce or transportation in the formation of the contract. Ware ¢ Leland y 
Mobile County, 209 U.S. 405, 411-13; Western Live Stock v. Bureau of Revenue 
303 U.S. 250, 253. Compare Dahnke-Walker Co. v. Bondurant, 257 U.S. 282 
That the principle underlying that conclusion is the same as that underlying thy 
decisions of this Court that the business of insurance is not interstate comm 
has been repeatedly recognized and affirmed. Paul v. Virginia, 8 Wall. 168 1%: 
Hooper v. California, 155 U.S. 648, 654; Ware ¢ Leland v. Mobile County, supp 
411; Engel v. O'Malley, 219 U.S. 128, 189; New York Life Ins. Co. v. Deer I, 
County, supra, 511-12; Blumenstock Bros. v. Curtis Publishing Co., 252 U.S. 438 
443 ; Hill v. Wallace, 259 U.S. 44, 69; Chicago Board of Trade v. Olsen, 262 Tg 
1, 32-3; Moore v. New York Cotton Exchange, 270 U.S. 593, 604; Western Lin 
Stock v. Bureau of Revenue, supra; and see Hopkins vy. United States, 171 0g 
578, 588-9, 602. : 

The conclusion that the business of writing insurance is not interstate cop. 
merce could not rightly be otherwise unless we were to depart from the univer. 
sally accepted view that the act of making any contract which does not stipulate 
for the performance of an act or transaction of interstate commerce js not in 
itself interstate commerce. And this has been held to be true even though the 
contract be effected by exchange of communications across state lines, see Noy 
York Life Ins. Co. v. Cravens, 178 U.S. 389, 400; Ware & Leland v. Mobile County, 
supra; New York Life Ins. Co. v. Deer Lodge County, supra, 509, a point whic 
need not be considered here for the indictment makes no charge that the policis 
written by appellees are thus effected, but alleges only that they are “sold” by 
the defendants in certain named states. 

Undoubtedly contracts so entered into for the sale of commodities which mom 
in interstate commerce may become the implements for restraints in mark 
those commodities, and when so used may for that reason be within the Shermy 
Act, see Northern Securities Co. v. United States, 193 U. 8. 197, 334, 338: Unitei 
States v. Patten, supra, 543-4; Standard Oil Co. v. United States, 288 U. §. 1% 
168-9. Compare Thames & Mersey Ins. Co. v. United States, 237 U. S. 19. But 
it is quite another matter to say that the contracts are themselves interstate 
commerce or that restraints in competition as of their terms or conditions ar 
within the Sherman Act, in the absence of a showing that the purpose or effect 
is to restrain competition in the marketing of the goods or services to whith 
the contracts relate. Compare Hill v. Wallace, supra, 69, with Chicago Boari 
of Trade v. Olsen, supra, 31-8 ; Blumenstock Bros. v. Curtis Publishing Co. supm, 
with Indiana Farmer’s Guide Co. v. Prairie Farmer Co., 293 U. S. 268: Moorey, 
New York Cotton Exchange, supra, with United States v. Patten, supra. 

In this respect insurance contracts do not in point of law stand on any different 
footing as regards the Sherman Act. If contracts of insurance are in fact made 
the instruments of restraint in the marketing of goods and services in or affecting 
interstate commerce, they are not beyond the reach of the Sherman Act mor 
than contracts for the sale of commodities,—contracts which, not in themselves 
interstate commerce, may nevertheless be used as the means of its restraint 
But since trade in articles of commerce is not the subject matter of contracts of 
insurance, it is evident that not only is the writing of insurance policies no 
interstate commerce but there is little scope for their use in restraining competi: 
tion in the marketing of goods and services in or affecting the commerce. 

The contract of insurance makes no stipulation for the sale or delivery of com 
modities in interstate commerce or for any other interstate transaction. It pre 
vides only for the payment of a sum of money in the event of the loss insurel 
against, and it is no necessary consequence of the alleged restraints on competitia 
in fixing premiums that interstate commerce will be restrained. We have 00 
occasion to consider the argument which the court below rejected, that th 
indictment charges that the conspiracy to fix premiums adversely affects inter 
state commerce because in some instances the commodities insured move actos 
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state lines, Or because interstate communication and transportation are in some 
instances incidental to the business of issuing insurance contracts. This is so 

th because, as we have said, we are bound by the District Court’s construction 
of the indictment, and, more importantly, because such effects on interstate 
commerce, aS will presently appear, are not within the reach of the Sherman 
~ conclusion seems inescapable that the formation of insurance contracts, 
like many others, and the business of so doing, is not, without more, commerce 
within the protection of the commerce clause of the Constitution and thereby, in 
jarge measure, excluded from state control and regulation. See Hooper v. 
California, supra, 655; New York Life Ins. Co. v. Deer Lodge County, supra. 
This conclusion seems, upon analysis, not only correct on principle and in 
emplete harmony with the uniform rulings by which this Court has held that the 
formation of all types of contract which do not stipulate for the performance 
of acts of interstate commerce, are likewise not interstate commerce, but it has 
the support of an unbroken line of decisions of this Court beginning with Paul v. 
Virginia, seventy-five years ago, and extending down to the present time. In 
1913 this Court was asked, on elaborate briefs and arguments, such as are now 
addressed to us, to overrule Paul v. Virginia, supra, and the many cases which 
have followed it. New York Life Ins. Co. v. Deer Lodge County, supra. See also 
New York Life Ins. Co. v. Cravens, supra. In the Deer Lodge case the mode 
of conducting the insurance business was almost identical with that alleged 
here (231 U. S. at 499-500) ; it was strenuously urged, as here, that by reason 
of the great size of insurance companies “modern life insurance had taken on 
asentially a national and international character” (231 U. S. at 507); and, 
as here, that the use of the mails incident to the formation of the contract and 
the interstate transmission of premiums and the proceeds of the policies “con- 
gitute ‘a current of commerce among the states’” (231 U. S. at 509). All 
these arguments were rejected, and the business of insurance was held not to 
be interstate commerce, on the grounds which we have stated and think valid— 
hut which the Government’s brief and the opinion of the Court in this case have 
failed to notice. 

If the business of entering into insurance contracts is not interstate commerce, 
itseems plain that agreements to fix premium rates, or other restraints on com- 
petition in entering into such contracts, are not violations of the Sherman Act. 
4s we have often had occasion to point out, the restraints prohibited by the 
Sherman Act are of competition in the marketing of goods or services whenever 
the competition occurs in or affects interstate commerce in those goods or 
services. See Apex Hosiery Co. v. Leader, 310 U. S. 469, 495-501, and cases 
cited. The contract of insurance does not undertake to supply or market goods 
or services and there is no suggestion that policies of insurance when issued are 
aticles of commerce or that after their issue they are sold in the market as 
such, or, if they were, that the formation of the contract would itself be inter- 
state commerce. See Hooper v. California, supra; New York Life Ins. Co. v. 
Deer Lodge County, supra, 510; cf. Ware & Leland v. Mobile County, supra; 
Moore v. New York Cotton Exchange, supra. 

No more does the performance of an insurance contract involving the payment 
of premiums by the insured and the payment of losses by the insurer involve 
the marketing of goods or services. The indictment here, as the District Court 
pinted out, charges restraints on competition in fixing the terms and conditions 
dfinsurance contracts. And even if we assume, although the District Court did 
tot mention it, that the indictment also charges restraints on the performance 
such contracts, it is plain that such restraints on the performance as well 
is the formation of the contracts cannot operate as restraints on competition 
inthe marketing of goods or services. Such restraints are not within the pur- 
view of the Sherman Act. Compare Federal Club v. National League, 259 U. S. 
M0, 209; United Mine Workers v. Coronado Coal Co., 259 U. 8. 344, 410-411; 
Blumenstock Bros. v. Curtis Publishing Co., supra; Moore v. New York Cotton 
Bechange, supra. The practice of law is not commerce, nor, at least outside the 
District of Columbia, is it subject to the Sherman Act, and it does not become so 
tecause a law firm attracts clients from without the state or sends its members 
@ juniors to other states to argue cases, or because its clients use the interstate 
milsto pay their fees. Federal Club v. National League, supra. 

It would be strange, indeed, if Congress, in adopting the Sherman Act in 
1, more than twenty years after this Court had supposedly settled the 
qmestion, had considered that the business of insurance was interstate commerce 
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or had contemplated that the Sherman Act was to apply to it. Nothing in iy 
legislative history suggests that it was intended to apply to the businegs of 
insurance.” The legislative materials indicate that Congress was prima 
concerned with restraints of competition in the marketing of goods sold in inte, 
state commerce, which were clearly within the federal commerce power. 
while the Act is not limited to restraints of commerce in physical goods, see ey, 
Atlantic Cleaners € Dyers v. United States, 286 U.S. 427, there is no reason t, 
suppose that Cogress intended the Act to apply to matters in which, under 
prevailing decisions of this Court, commerce was not involved. On the cont 
the House committee, in reporting the bill which was adopted without cha 
declared : “No attempt is made to invade the legislative authority of the seyerg) 
States or even to occupy doubtful grounds. No system of laws can be deyj 
by Congress alone which would effectually protect the people of the United Statey 
against the evils and oppression of trusts and monopolies. Congress hag yy 
authority to deal, generally, with the subject within the States, and the State 
have no authority to legislate in respect to commerce between the several States 
or with foreign nations.™ 

In 1904 and again in 1905 President Roosevelt urged “that the Congress cam 
fully consider whether the power of the Bureau of Corporations cannot cop. 
stitutionally be extended to cover interstate transactions in insurance.”™ Thy 
American Bar Association, executives of leading insurance companies, and other 
joined in the request.” Numerous bills providing for federal regulation of vari. 
ous aspects of the insurance business were introduced between 1902 and 190%" 
but the judiciary committees of both House and Senate concluded that the 
regulation of the business of marine, fire and life insurance was beyond (Cop. 
gressional power. Sen. Rep. No. 4406, 59th Cong., Ist Sess.; H.R. Rep, No 
2491, 59th Cong., Ist Sess., 12-25. The House committee stated that “the que 
tion as to whether or not insurance is commerce has passed beyond the realm of 


583 The decisions of this Court that the negotiation of a contract between citizens of diffe. 
ent states is not interstate commerce were known to and accepted by Congress. In the 
course of the debates in the Senate on the original bill introduced by Senator Sherman, 
Senator Turpie, discussing the extent of the federal commerce power, stated, “I recollect 
one judicial decision upon this subject very definitely. Th Supreme Court has decided that 
insurance is not commerce... .” 21 Cong. Rec. 2556. During subsequent debates on that 
bill Senator Hoar, who later took charge of the revised bill reported by the Judiciary Com 
mittee and ultimately enacted, 21 Cong. Rec. 3145 et seq., denied the existence of federal 
substantive power, under the commerce clause or Article III, § 2, over contracts between 
citizens of different states, asserting that Senator Sherman’s bill could be supported oy 
a regulation of the “importation, transportation, or sale of articles. ...” 21 Cong, 
2567. See also the statements of Senator Eustis at 21 Cong. Rec. 2646, 2651-2. 

®& See Senator Sherman’s original bill, S. 3445, 50th Cong., S. 1, 51st Cong., and his state 
ment at 21 Cong. Rec. 2562. Texts of the bill throughout its various amendments are st 
out in Bills and Debates Relating to Trusts, Sen. Doc. No. 147, 57th Cong., 2d Sess. (1903), 

& H.R. Rep. No. 1707, 51st Cong., Ist Sess., p. 1. See also the statement on the floor 
of the House by Mr. Culberson, in charge of the bill, “There is no attempt to exercise any 
doubtful authority on this subject, but the bill is confined strictly and alone to subjects over 
which, confessedly, there is no question about the legislative power of Congress . . .” 2 
Cong. Rec. 4089. And see the statement of Senator Edmunds, chairman of the Senate Jud: 
ciary Committee which reported out the bill in the form in which it passed, that in drafting 
that bill the committee thought that “we would frame a bill that should be clearly within 
our constitutional power, that we should make its definition out of terms that were well 
known to the law already, and would leave it to the courts in the first instance to say how 
far they could carry it or its definitions as applicable to each particular case as it might 
arise.”” 21 Cong. Rec. 3148. Similarly Senator Hoar, a member of that committee wh 
with Senator Edmunds was in charge of the bill, stated “‘Now we are dealing with an offense 
against interstate or international commerce, which the State can not regulate by penal 
enactment, and we find the United States without any common law. The great thing that 
this bill does, except affording a remedy, is to extend the common-law principles, whic 
protected fair competition in trade in old times in England, to international and interstate 
commerce in the United States.” 21 Cong. Rec. 3152. 

% Messages of the Presidents, 6901, 6986-7. See the Report of the Commissioner of 
Corporations, 1905, p. 5, urging that Congress “‘so legislate upon the subject as to afford 
an opportunity to present to the Supreme Court the question whether insurance as DoW 
conducted is interstate commerce, and hence subject to Federal regulation.” 

See also Sen. Doc. No. 333, 59th Cong., 1st Sess. (1906), for a message of President 
Roosevelt proposing an insurance code for the District of Columbia and enclosing a report 
of a convention of State officers called by him to investigate wrongful insurance methods. 

57 See, e.g., 29 American Bar Association Reports 538 (1906); 24 Annals of American 
Academy of Political and Social Sciences (1904) 69, 78-83; 26 Id. (1905) 681; Dryden, 
An Address on the Regulation of Insurance by Congress (1904); 1 Moody’s Magasine 
(1905-6) 271 et seq. ; 38 American Law Review (1904) 181. 

58 H.R. 7054, 58th Cong.. 2d Sess. (1903): H.R. 13791, 58th Cong., 2d Sess. (1904); 
H.R. 16274, 58th Cong., 3d Sess. (1904) ; S. 7277, 58th Cong., 3d Sess. (1905) : HR. 15002, 
59th Cong., 1st Sess. (1906) : H. Res. No. 417, 59th Cong, 1st Sess. (1906). See footnote 
9infra. See also 8S. 1743, 56th Cong., 1st Sess. (1899). 
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ent, because the Supreme Court of the United States has said many 
for a great number of years that insurance is not commerce. ’ (p. 13.) 
d when in 1914, one year after the decision in New York Life Ins. Co. v. 
- Lodge County, supra, Congress by the Clayton Act, 38 Stat. 730, amended 
Dem herman Act and defined the term “commerce” as used in that Act, it gave 
indication that it questioned or desired this Court to overrule the decision of 
» Deer Lodge case and those preceding it. On the contrary Mr. Webb, who 
s in charge of the bill in the House of Representatives, stated that “insur- 
aa companies are not reached as the Supreme Court has held that their con- 
vets or policies are not interstate commerce.” 51 Cong. Rec. 9390. 
aihis Court, throughout the seventy-five years since the decision of Paul v. 
Virginia, has adhered to the view that the business of insurance is not interstate 
commerce.” Such has ever since been the practical construction by the other 
pranches of the Government of the application to insurance of the commerce 
dause and the Sherman Act. Long continued practical construction of the Con- 
stitution or a statute is of persuasive force in determining its meaning and 
roper application. Pocket Veto Case, 279 U.S. 655, 688-90; Federal Trade 
rommission v. Bunte Bros., 312 U.S. 349, 351-2; United States v. Cooper Corp., 
912 U.S. 600, 613-14. It is significant that in the fifty years since the enactment 
of the Sherman Act the Government has not until now sought to apply it to the 
pusiness of insurance,” and that Congress has continued to regard insurance as 
not constituting interstate commerce. Although often asked to do so it has 
—————_—_ 
®Compare the debates in the House on the bill, S. 569, to establish a2 Department of 
Commerce and Labor. As reported by the House Committee on Interstate and Foreign 
Commerce, § 6 of the bill provided for the creation of a bureau of insurance to “exercise 
control as may be provided by law” over insurance companies and to “foster, promote, 
and develop” the insurance business by collecting and compiling statistics. H.R. Rep. No. 
9970, 57th Cong., 2d Sess., 12, 15. After extended debate, in which the provision was 
objected to for want of power in the federal government to regulate the insurance business 
and as a threat to the continuance of existing state regulation, 36 Cong. Rec. 868-9, 872-3, 
908-11, 919-21, and in which it was insisted by proponents of the bill, as now, that insur- 
ance is ecommerce, 36 Cong. Rec. 876-7, amendments to strike all reference to insurance 
from the bill were adopted. 36 Cong. Rec. 911, 921. A proposed amendment to prohibit 
the use of the mails by insurance companies doing business in violation of state law was 
likewise defeated. 36 Cong. Rec. 922-3. The conference committee then inserted the 
provision, adopted as § 6 of the Act, 32 Stat. 828, authorizing the Bureau of Corporations 
to compile and publish useful information concerning corporations doing business in the 
United States and engaged in interstate or foreign commerce, “including corporations 
ged in insurance.””’ Upon assurances that this section “simply authorizes information 
being secured” and that “there is nothing in this measure that contravenes the votes 
of the House on that subject,” 36 Cong. Rec. 2008, the conference report was adopted. 
The insurance provisions were not in the bill as it had originally passed the Senate, and 
conference report was adopted by that body without debate. 386 Cong. Rec. 1990, 
the 


The Commissioner of Corporations made a study of state legislation, but reported that 
“in view of the decisions of the Supreme Court I have not felt warranted in trying to 
assume jurisdiction over insurance companies for the purpose of investigation.” Report 
of the Commissioner of Corporations, 1905, p. 5; see Report of the Commissioner of Corpo- 
nations, 1904, pp. 29-33 ; Report of the Secretary of Commerce and Labor, 1903, p. 26. 

©Mr. Webb’s statement was made in answer to an inquiry by Mr. Barton as to whether 
the proposed section 2 of the Clayton Act would render illegal certain practices if engaged 
in by wholesalers, in the course of which Mr. Barton referred to an instance of such prac- 
ties committed by insurance companies. The colloquy continued: 

“Mr. BARTON. It is not right that they should come within the law ? 

Mr. Wess. Yes.” 

Assuming that Mr. Webb’s answer related to insurance companies, and expressed a desire 
that such companies should be included within the prohibitions of the Sherman and Clay- 
ton Acts, but were not, nothing was done to amend those Acts so as to carry out that 
desire or which would require this Court to reexamine the scope of federal power over 
insurance. 


“For cases arising under the Anti-Trust laws in which this Court has so stated see 
Hopkins v. United States, 171 U.S. 578, 602; Blumenstock Broa. v. Curtis Publishing Co., 
02 0.8. 436, 443; Federal Club v. National League, 259 U.S. 200, 209; Standard Oil Co. 
¥. United States, 283 U.S. 163, 168-9; and see Northern Securities Co. v. United States, 
193 U.S. 197, 372, 377 (dissenting opinion). See also United Mine Workers v. Coronado 
Coal Co., 259 U.S. 344, 410; United Leather Workers v. Herkert & Meisel Co., 265 U.S. 
457, 470-71, relying on Ware ¢ Leland v. Mobile County, 209 U.S. 405, a case applying 
Bp surance rule to cotton futures contracts not calling for interstate shipment or 


ery. 
“One private suit was brought in the District of Columbia to enjoin rate-fixing by an 
Twriters’ association; the suit was dismissed on the ground that insurance was not 
commerce. Lown v. Underwriters’ Assn., Sup. Ct. D.C. June 23, 1915, reported in 6 
Federal Anti-Trust Decisions 1048. 

Over 252 criminal perqoentens and 272 suits at equity have been instituted by the 
United States under the Sherman Act, Hamilton, Antitrust in Action, Monograph No. 16, 
Prepared for the Temporary National Economic Committee (1940) 76, 78, and over 103 
private actions have been brought, Note, 49 Yale L.J. 284, 296 (1939). 

















4398 THE INSURANCE INDUSTRY 


repeatedly declined to pass legislation regulating the insurance business and 
to sponsor constitutional amendments subjecting it to Congressional contro,® 

The decision now rendered repudiates this long-continued and consistent con- 
struction of the commerce clause and the Sherman Act. We do not say that that 
is in itself a sufficient ground for declining to join in the Court’s decision. is 
Court has never committed itself to any rule or policy that it will not “bow to 
the lessons of experience and the force of better reasoning” by overruling a mis- 
taken precedent. See cases collected in Justice Brandeis’s dissenting opinion in 
Burnet v. Coronado Oil & Gas Co., 285 U.S. 393, 406-9, notes 1-4, and in Smith y 
Allwright, 321 U.S. 649, 665, n. 10; and see Legal Tender Cases, 12 Wall, 457. 
553-54. This is especially the case when the meaning of the Constitution is at 
— and a mistaken construction is one which cannot be corrected by legislatiye 
action. 

To give blind adherence to a rule or policy that no decision of this Court is to 
be overruled would be itself to overrule many decisions of the Court which do 
not accept that view. But the rule of stare decisis embodies a wise policy be. 
cause it is often more important that a rule of law be settled than that ‘it be 
settled right. This is especially so where, as here, Congress is not without 
regulatory power. Cf. Penn Dairies v. Milk Control Comm'n, 318 U.S. 261, 
275. The question then is not whether an earlier decision should ever be over. 
ruled, but whether a particular decision ought to be. And before overruling a 
precedent in any case it is the duty of the Court to make certain that more harm 
will not be done in rejecting than in retaining a rule of even dubious validity, 
Compare Helvering v. Griffiths, 318 U.S. 371, 400-4. 

From what has been said it seems plain that our decisions that the business 
of insurance is not commerce are not unsound in principle, and involve no ip. 
consistency or lack of harmony with accepted doctrine. They place no field 
of activity beyond the control of both the national and state governments as did 
Hammer vy. Dagenhart, 247 U.S. 251, overruled three years ago by a unanimous 
Court in United States v. Darby, 312 U.S. 100, 117. On the contrary the ruling 
that insurance is not commerce, and is therefore unaffected by the restrictions 
which the commerce clause imposes on state legislation, removed the most seri- 
ous obstacle to regulation of that business by the states. Through their plenary 
power over domestic and foreign corporations which are not engaged in inter- 
state commerce, the states have developed extensive and effective systems of 
regulation of the insurance business, often solving regulatory problems of a local 
character with which it would be impractical or difficult for Congress to deal 
through the exercise of the commerce power. And in view of the broad powers 
of the federal government to regulate matters which, though not themselves 
commerce, nevertheless affect interstate commerce, Wickard v. Filburn, 317 US. 
111; Polish Alliance v. Labor Board, supra, there can be no doubt of the power 
of Congress if it so desires to regulate many aspects of the insurance business 
mentioned in this indictment. 

But the immediate and only practical effect of the decision now rendered is to 
withdraw from the states, in large measure, the regulation of insurance and to 
confer it on the national government, which has adopted no legislative policy 
and evolved no scheme of regulation with respect to the business of insurance. 
Congress having taken no action, the present decision substitutes, for the varied 
and detailed state regulation developed over a period of years, the limited aim 
and indefinite command of the Sherman Act for the suppression of restraints on 
competition in the marketing of goods and services in or affecting interstate 
commerce, to be applied by the courts to the insurance business as best they 
may. 

In the years since this Court’s pronouncement that insurance is not commerce 
eame to be regarded as settled consitutional doctrine, vast efforts have gone 
into the development of schemes of state regulation and into the organization 
of the insurance business in conformity to such regulatory requirements, Vast 
amounts of capital have been invested in the business in reliance on the perma- 
nence of the existing system of state regulation. How far that system is now 
supplanted is not, and in the nature of things could not well be, explained in 
the Court’s opinion. The Government admits that statutes of at least five states 
will be invalidated by the decision as in conflict with the Sherman Act, and the 





In addition to the bills at note 8, supra, see H.J. Res. 31, 60th Cong., 1st Sess. (aeeryt 
S.J. Res. 103, 63d Cong., 2d Sess. (1914); H.J. Res. 194, 63d Cong., 2d Sess. (1914); 
S.J. Res. 58, 64th Cong., 1st Sess. (1915) ; S.J. Res. 51, 73d Cong., ist Sess. (1933), all 
proposing constitutional amendments, 
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ent in this Court reveals serious doubt whether many others may not also 
be inconsistent with that Act. The extent to which still other state statutes 
ow be invalidated as in conflict with the commerce clause has not been 

will vee in any detail in the briefs and argument or in the Court’s opinion. 
Cae inly there cannot but be serious doubt as to the validity of state taxes 
fen may now be thought to discriminate against the interstate commerce, ef. 
7 iladelphia Fire Assn. v. New York, 119 U.S. 110; or the extent to which con- 
ye may be imposed on the right of insurance companies to do business 
—, state; or in general the extent to which the state may regulate what- 
os ts of the business are now for the first time to be regarded as 
pat = ecommerce. While this Court no longer adheres to the inflexible 
raat a state cannot in some measure regulate interstate commerce, the 
— tion of the test presently applied requires “a consideration of all the 
ee facts and circumstances” in order to determine whether the matter 
eee aggrepriate one for local regulation and whether the regulation does not 
ac purden interstate commerce, Parker v. Brown, 317 U.S. 341, 362—a 
etermination which can only be made upon a case-to-case basis. Only time 

ence can give the answers. ; 
es no the meine against so drastic a change when in 1906 it rejected 
the proposals to assume national control over the insurance business. The 
rt of the House Committee on the Judiciary pointed out that “all of the 
= and wrongs complained of are subject to the exlusive regulation of State 
ae easive power” and added: “assuming that Congress declares that insurance 
Precemmence and the Supreme Court holds the legislation constitutional, how 
sa could Congress regulate, and what effect would such legislation have? It 
would disturb the very substructive of government by precipitating a violent 
conflict between the police power of the States and the power of Congress to 
regulate interstate commerce. To uphold the Federal power would be to ex- 
tinguish the police power of the State by the legislation of Congress. In other 
words, Congress would admit corporations into the respective States and have 
the entire regulating power.” H. R. Rep. No. 2491, 59th Cong., Ist Sess., 13, 
3 Seeid. 18. 
Wied ee chosen to legislate for such parts of the insurance business as 
could be found to affect interstate commerce, whether by making the Sherman 
Act applicable to them or by regulation in some other form, it could have re- 
solved many of these questions of conflict between federal and state regulation. 
But this Court can decide only the questions before it in particular cases. Its 
action in now overturning the precedents of seventy-five years governing a busi- 
ness of such volume and of such wide ramifications, cannot fail to be the occa- 
sion for loosing a flood of litigation and of legislation, state and national, in 
order to establish a new boundary between state and national power, raising 
questions which cannot be answered for years to come, during which a great 
business and the regulatory officers of every state must be harassed by all the 
doubts and difficulties inseparable from a realignment of the distribution of 
power in our federal system. These considerations might well stay a reversal 
of long-established doctrine which promises so little of advantage and so much 
ofharm. For me these considerations are controlling. 

The judgment should be affirmed. 

Mr. JUSTICE FRANKFURTER: 

I join in the opinion of the CHIEF JUSTICE. 

The relations of the insurance business to national commerce and finance, 
Ihave no doubt, afford constitutional authority for appropriate regulation by 
Congress of the business of insurance, certainly not to a less extent than Con- 
gressional regulation touching agriculture. See, e.g., Smith v. Kansas City Title 
00., 255 U.S. 180; Wickard v. Filburn, 317 U.S. 111. But the opinion of the 
Cuter Justice leaves me equally without doubt that by the enactment of the 
Sherman Act in 1890, Congress did not mean to disregard the then accepted 
conception of the constitutional basis for the regulation of the insurance busi- 
hess. And the evidence is overwhelming that the inapplicability of the Sherman 
Act, in its contemporaneous setting, to insurance transactions such as those 
charged by this indictment has been confirmed and not modified by Congressional 
attitude and action in the intervening fifty years. There is no Congressional 
Warrant therefore for bringing about the far-reaching dislocations which the 
opinions of the Cuter Justice and \.k. JUSTICE JACKSON adumbrate, 

Mr. Justice Jackson, dissenting in part: 
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I. 


The historical development of public regulation of insurance underwriting in 
this country has created a dilemma which confronts this Court today. It 
demonstrates that “The life of the law has not been logic: it has been experi. 
ence.” 

For one hundred fifty years Congress never has undertaken to regulate the 
business of insurance. Therefore to give the public any protection against 
abuses to which that business is peculiarly susceptible the states have had to 
regulate it. Since 1851 the several states, spurred by necessity and with acquies- 
cense of every branch of the Federal Government, have been building up systems 
of regulation to discharge this duty toward their inhabitants.” 

There never was doubt of the right of a state to regulate the business of its 
domestic companies done within the home state. The foreign corporation was 
the problem. Such insurance interests resisted state regulation and brought 
series of cases to this Court. The companies sought to disable the states from 
regulating them by arguing that insurance business is interstate commerce, ap 
argument almost identical with that now made by the Government.* The fon 
eign companies thus sought to vest insurance control exclusively in Congress and 
to deprive every state of power to exclude them, to regulate them or to tax 
them for the privilege of doing business. 

The practical and ultimate choice that faced this Court was to say either 
that insurance was subject to state regulation or that it was subject to no existing 
regulation at all. The Court consistently sustained the right of the states to 
represent the public interest in this enterprise. It did so, wisely or unwisely 
by resort to the doctrine that insurance is not commerce and hence is unaffected 
by the grant of power to Congress to regulate commerce among the several 
states. Each state thus was left free to exclude foreign insurance companies 
altogether or to admit them to do business on such conditions as it saw fit to 
impose. The whole structure of insurance regulation and taxation as it exists 
today has been built upon this assumption.” 

The doctrine that insurance business is not commerce always has been criti- 
cized as unrealistic, illogical, and inconsistent with other holdings of the Court, 
I am unable to make any satisfactory distinction between insurance business 
as now conducted and other transactions that are held to constitute interstate 
commerce.” Were we considering the question for the first time and writing 
upon a clean slate, I would have no misgivings about holding that insurance 
business is commerce and where conducted across state lines is interstate com- 
merce and therefore that congressional power to regulate prevails over that of 
the states. I have little doubt that if the present trend continues federal regula- 
tion eventually will supersede that of the states. 

The question therefore for me settles down to this: What role ought the 
judiciary to play in reversing the trend of history and setting the nation’s feet 
on a new path of policy? To answer this I would consider what choices we 
have in the matter. : 

II. 


The Government claims, and we must approve or reject the claim, that the 
antitrust laws constitute an exercise of congressional power which reaches the 
insurance business. That might be true on either of two different bases, The 
practical as well as the theoretical difference is substantial, as this case will 
show. 

1. If an activity is held to be interstate commerce, Congress has paramount 
regulatory power. If it acts at all in relation to such a subject, it often has 


* Insurance commissions were established by New Hampshire in 1851 (N.H_ Lows 1851, 
ce. 1111) ; by Massachusetts in 1852 (Mass, Laws 1852, c. 231); by Rhode Island in 1855 
(R.1I. Laws, October 1854, p. 17, § 17). By 1890, when the Sherman Act became law, sevel- 
teen States had established supervisory authorities. Patterson, The Insurance Commis- 
sioner in the United States (1927), R 536, n. 62. 

® See particularly argument of New York Life Insurance Company in New York Life 
Ins. Co. v. Deer Lodge County, 231 U.S. 495, 496 (1913), and that for Paul in Paul ¥. 
Virginia, 8 Wall. 168 (1868). 

® Paul v. Virginia, 8 Wall. 168, 183 (1868): Hooper v. California, 155 U.S. 648, 655 
(1895) ; Noble v. Mitchell, 164 U.S. 367, 370 (1896) ; New York Life Ins. Co. v. Cravens, 
178 U.S. 389, 401 (1900); New York Life Ina. Co. vy. Deer Lodge County, 231 US 495 
(1913) ; Bothwell v. Buckbee, Mears Co., 275 U.S. 274; Ducat vy. Chicano, 10 Wall. 410; 
Liverpool Insurance Co. v. Massachusetts, 10 Wall. 566: Philadelphia Fire Assn. v. New 
York, 119 U.S. 110; Nutting v. Massachusetts, 183 U.S. 553; Northwestern Mutual Life 
Ins. Co. v. Wisconsin, 247 U.S. 132. 

& B.g., Champion v. Ames, 188 U.S. 321 (lottery tickets) ; Electric Bond ¢ Share Co. ¥. 
Securities £ Exchange Comm’n, 303 U.S. 419 (holding companies). 





opinion. 
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peen held that it has “occupied the field” to the exclusion of the states, that the 
federal legislation defines the full measure of regulation and outside of it the 
activity is to be free.* This Court now is not fully agreed as to the effects of the 
Commerce Clause on state power,” but at least the Court always has considered 
that if an activity is held to be interstate in character a state may not exclude, 
purden, or obstruct it,” nor impose a license tax on the privilege of carrying it on 
within the state.” The holding of the Court in this case brings insurance within 
this line of decisions restricting state power. 

9, Although an activity is held not to be commerce or not to be interstate in 
character, Congress nevertheless may reach it to prohibit specific activities in 
its conduct that substantially burden or restrain interstate commerce. Wickard 
y, Filburn, 317 U.S. 111. When this power is exercised by Congress, it impairs 
state regulation only in so far as it actually conflicts with the federal regulation. 
terminal Railroad Association v. Brotherhood of Railroad Trainmen, 318 U.S. 
1. This congressional power to reach activities that are not interstate commerce 
interferes with state power only in a milder, narrower, and more specific way. 

Instead of overruling our repeated decisions that insurance is not commerce, 
the Court could apply to this case the principle that even if it is not commerce 
the antitrust laws prohibit its manipulation to restrain interstate commerce, 
just as we hold that the National Labor Relations Act prohibits insurance com- 
panies, even if not in commerce, from engaging in unfair labor practices which 
affect commerce. Polish Alliance v. Labor Board, post, p. 643. This would 
require the Government to show that any acts it sought to punish affect some- 
thing more than insurance and substantially affect interstate transportation or 
interstate commerce in some commodity. Whatever problems of reconcilation 
between state and federal authority this would present—and it would not avoid 
them all—it would leave the basis of state regulation unimpaired. 

The principles of decision that I would apply to this case are neither novel 
nor complicated and may be shortly put: 

1. As a matter of fact, modern insurance business, as usually conducted, is 
commerce; and where it is conducted across state lines, it is in fact interstate 
commerce. 

2. In contemplation of law, however, insurance has acquired an established 
doctrinal status not based on present-day facts. For constitutional purposes 
a fiction has been established, and long acted upon by the Court, the states, and 
the Congress, that insurance is not commerce. 

8. So long as Congress acquiesces, this Court should adhere to this carefully 
considered and frequently reiterated rule which sustains the traditional regu- 
lation and taxation of insurance companies by the states. 

4. Any enactment by Congress either of partial or of comprehensive regula- 
tions of the insurance business would come to us with the most forceful pre- 
suaption of constitutional validity. The fiction that insurance is not commerce 
could not be sustained against such a presumption, for resort to the facts would 
support the presumption in favor of the congressional action. The fiction there- 
fore must yield to congressional action and continue only at the sufferance of 
Congress. 

5. Congress also may, without exerting its full regulatory powers over the 
subject, and without challenging the basis or supplanting the details of state 
regulation, enact prohibitions of any acts in pursuit of the insurance business 
which substantially affect or unduly burden or restrain interstate commerce. 

6. The antitrust laws should be construed to reach the business of insurance 
and those who are engaged in it only under the latter congressional power. This 
does not require a change in the doctrine that insurance is not commerce. The 
statute as thus construed would authorize prosecution of all combinations in the 
course of insurance business to commit acts not required or authorized by 
state law, such as intimidation, disparagement, or coercion, if they unreasonably 
restrain interstate commerce in commodities or interstate transportation.” It 
would leave state regulation intact. 





®¥.g., Pennsylvania R. Co. v. Public Service Comm’n, 250 U.S. 566. 
he v. Divie Greyhound Lines, 309 U.S. 176; Duckworth v. Arkansas, 314 


% Furst v. Brewster, 282 U.S. 493, and cases cited. 

"Alpha Portland Cement Co. v. Massachusetts, 268 U.S. 203; Cudahy Packing Co. v. 
Hinkle, 278 U.S. 460. 

™The Government contends that at least Count One of the present indictment conforms 
to this interpretation of the antitrust laws. Under the Criminal Appeals Act we have no 
jurisdiction to construe or reconstrue the indictment. My view would require remand to 


i Court or the Circuit Court of Appeals for consideration in the light of our 
on. 
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Ill. 


The majority of the sitting Justices insist that we follow the more dr 
course. Abstract logic may support them, but the common sense and Wisdom 
of the situation seem opposed. It may be said that practical consequences are 
no concern of a court, that it should confine itself to legal theory. Of course 
in cases where a constitutional provision or a congressional statute is clear 
and mandatory, its wisdom is not for us. But the Court now is not fol 
it is overruling, an unequivocal line of authority reaching over many years 
We are not sustaining an act of Congress against attaek on its constitutionality 
we are making unprecedented use of the Act to strike down the constitutional 
basis of state regulation. I think we not only are free, but are duty bound, to 
consider practical consequences of such a revision of constitutional] theory 
This Court only recently recognized that certain former decisions as to the 
dividing line between state and federal power were illogical and theoretically 
wrong, but at the same time it announced that it would adhere to them because 
both governments had accommodated the structure of their laws to the error. 
Davis v. Department of Labor, 317 U.S. 249, 255. It seemed a common-sense 
course to follow then, and I think similar considerations should restrain us from 
following a contrary and destructive course now. 

The states began nearly a century ago to regulate insurance, and state regula. 
tion, while no doubt of uneven quality, today is a successful going concern, Sey. 
eral of the states, where the greatest volume of business is transacted, have rigor. 
ous and enlightened legislation, with enforcement and supervision in the hands 
of experienced and competent officials. Such state departments, through trig] 
and error, have accumulated that body of institutional experience and wisdom 
so indispensable to good administration. The Court’s decision at very least wil] 
require an extensive overhauling of state legislation relating to taxation and 
supervision. The whole legal basis will have to be reconsidered. What will be 
irretrievably lost and what may be salvaged no one now can say, and it will 
take a generation of litigation to determine. Certainly the states lose very in. 
portant controls and very considerable revenues.” 

The recklessness of such a course is emphasized when we consider that Congress 
has not one line of legislation deliberately designed to take over federal responsi- 
bility for this important and complicated enterprise. There is no federal depart- 
ment or personnel with national experience in the subject on which Congress can 
eall for counsel in framing regulatory legislation. A poorer time to thrust upon 
Congress the necessity for framing a plan for nationalization of insurance control 
would be hard to find. 

Moreover, we have not a hint from Congress that it concurs in the plan to 
federalize responsibility for insurance supervision. Indeed, every indication is 


73 In 1943, gross premiums taxes on insurance companies yielded 40 states an a te 
of $96,108,000 and the remaining eight an estimated $26,892,000, making a total of $123; 
000,000. State Tax Collections in 1943, pamphlet published by Bureau of the Census, p, 8 

7% It is impossible to believe that Congress, if it ever intended to assume responsi 
for general regulation of insurance, would have made the antitrust laws the sole manifesta- 
tion of its purpose. Its only command is to refrain from restraints of trade. Intelligent 
insurance regulation goes much further. It requires careful supervision to ascertain and 
protect solvency, regulation which may be inconsistent with unbridled rate competition. 
It prescribes some provisions of policies of insurance and many other matters beyond the 
scope of the Sherman Act. 

Also it requires sanctions for obedience far more effective than the $5,000 maximum fine 
on corporations prescribed by the antitrust laws. Violation of state laws are commonly 
punishable by cancellation of permission to do business therein—a drastic sanction that 
really commands respect. 

The antitrust law sanctions are little better than absurd when applied to huge ra: 
tions engaged in great enterprise. In the two related Madison Oil cases (see United States 
v. Socony-Vacuum Oil Co., 310 U.S. 150). fifteen of the seventeen corporations convicted 
had combined capital and surplus reported to be $2,833,516,247. The total corporate fines 
on them were $255,000, making a ratio of fines to corporate capital and surplus of less than 
Yoo of 1 per cent. In addition, fines of $180,000 were assessed against individuals. In 
the automobile financing case (see United States v. General Motors Corp., 121 F. 24 876, 
cert. denied, 314 U.S. 618) General Motors Corporation, three wholly owned subsidiaries 
and no individuals were convicted. The fines were $20,000. Capital and surplus were 
then reported at $1,047,840,321, the fine being somewhat less than \%o9 of 1 per cent thereof. 
ist sas" wee the corporate fines were $5,000, the maximum permitted by the statute. 
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the contrary.” It was urged to do so by one President,” and by the insurance 
vompanies.” The decisions of this Court confirming state power over insurance 
oe peeti paralleled by a history of congressional refusal to extend federal au- 
thority into the field,” although no decision ever has explicitly denied the power 

80. : : . 
oe orderly way to nationalize insurance supervision, if it be desirable, is 
ot by court decision but through legislation. Judicial decision operates on 
: states and the industry retroactively. We cannot anticipate, and more 
that likely we eould not agree, what consequences upon tax liabilities, refunds, 
jabilities under the state law to states or to individuals, and even criminal 
liabilities will follow this decision. Such practical considerations years ago 

1 the Court from changing its doctrine as to insurance.” Congress, on 
ye other hand, if it thinks the time has come to take insurance regulation into 
the federal system, may formulate and announce the whole scope and effect 
=—_—_—_—- . 

*The last agency to investigate insurance problems was the Temporary National Eco- 
somie Committee. It made no recommendation of federal control. Its chairman, Senator 
(Mahoney, after reviewing carefully the problems caused by the concentration of eco- 

mie power in the hands of the insurance companies and the abuses of the business, said: 
“therefore I say again that personally I would not support any law that would undertake 
do away With state regulation of insurance, and there never has been suggested to me 
or to any member of the TNEC or to the committee as a whole any thought of doing away 
with state regulation or imposing federal supervision.” 26 American Bar Association 
Journal 913. Both dominant political parties have supported the present system. In 
1940, the Democratic platform contained this provision: “We favor strict supervision of 
uj forms of the insurance business by the several States for the protection of policyholders 
ma the public.” The Republican platform of that year contained this provision: “We 
favor a continuance of regulation of insurance by the several States.” 

“President Theodore Roosevelt twice recommended that Congress assume control of 


surance. Message of December 6, 1904, 39 Cong. Rec. 12, and Message of December 5, 
1, 40 Cong. Rec. 95. 
n 


Insurance Blue Book (Centennial Issue, 1876) Ch. VI, Fire Insurance, p. 32. 
®In 1866, a bill was introduced in the House, providing for creation of a national bureau 
@ imsurance in the Treasury Department. It was not passed. H.R. 738, 39th Cong., 























S$. 
+ 1868, a bill was introduced in the Senate proposing a national bureau of insurance, 
wtnever passed. S. 299, 40th Cong., 2d Sess, 

In 1892, a bill was introduced in the House creating the office of Commissioner of Insur- 
mee. It was never reported out of committee. H.R. 9629, 52d Cong., 1st Sess. 

In 1897, a bill was introduced in the Senate to declare that insurance companies doing 
wsiness outside of the states of their incorporation were to be deemed to be engaged in 
interstate commerce. It was not reported out of committee. S. 2736, 55th Cong., 2d Sess. 

After President Roosevelt’s recommendation of 1904, Senator Dryden introduced a bill in 
the Senate to establish a bureau of insurance in the Department of Commerce. The Dill 
ded incommittee. S. 7277, 58th Cong., 3d Sess. 

After President Roosevelt’s second recommendation, the House Judiciary Committee 
mported that Congress had no power to regulate insurance, and said: “The views of the 
fupreme Court have practically met the approval of the bar and business men of the United 
tates as being in accordance with law and common sense.” H.R. Rep. 2491, 59th Cong., 
ist Sess., March 23, 1906, p. 14. 

The Senate Committee on the Judiciary made a similar report. Sen. Rep. 4406, 59th 
(ung., Ist Sess., 1906. 

In 1914-15, resolutions were introduced in both the House and the Senate proposing an 
mendment to the Constitution to the effect that Congress should have 


wer to regulate 
it business or commerce of insurance throughout the United States and its territories or 
ms. The resolutions were not reported out of the Judiciary Committee. S.J. Res 


ui fi Cong., 24 Sess.; H.J. Res. 194, 63d Cong., 2d Sess.; S.J. Res. 58, 64th Cong,, 


In 1933, a resolution was introduced for a similar constitutional amendment which died 
heommittee. S.J. Res. 51, 73d Cong., 1st Sess. 

Moreover, by exceptions and exemptions Congress has indicated a clear intent to avoid 
hterference with state supervision. Insurance corporations are excepted from those who 
grape bankrupts. 11 U.S.C. § 22. Insurance issued by any issuer under state super- 

m is exempted from the Securities Act. 15 U.S.C. § 77c(a) (8). Insurance companies 
hry by state authority are exempted from regulation as investment companies. 15 
im i 80a—2(a) (17), and 80a—3(c) (3). 
"In New York Life Ins. Co. v. Deer Lodge County, 231 U.S. 495, 502, the Court said: 
‘lo reverse the cases, therefore, would require us to promulgate a new rule of constiutional 
thibition upon the States and which would compel a change of their policy and a readjust- 
}Mtof their laws. Such result necessarily urges against a change of decision.” 
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of its action in advance, fix a future effective date, and avoid all the Confusion, 
surprise, and injustice which will be caused by the action of the Court.” 

A judgment as to when the evil of a decisional error exceeds the evil of an 
innovation must be based on very practical and in part upon policy considerations, 
When, as in this problem, such practical and political judgments can be made 
by the political branches of the Government, it is the part of wisdom and gejg. 
restraint and good government for courts to leave the initiative to Congress, 

Moreover, this is the method of responsible democratic government. To fore 
the hand of Congress is no more the proper function of the judiciary than to tie 
the hands of Congress. To use my office, at a time like this, and with so little 
justification in necessity, to dislocate the functions and revenues of the states® 
and to catapult Congress into immediate and undivided responsibility for super. 
vision of the nation’s insurance businesses is more than I can reconcile with my 
view of the function of this Court in our society. 
















%In resisting pressure to federalize insurance supervision Congress has followed the 
advice of some of the best informed champions of the public interest on_insurance problems, 
One was Louis D. Brandeis. Speaking as counsel for the Protective Committee of Policy. 
holders in the Equitable Life Assurance Society, before the Commercial Club of Boston, op 
October 26, 1905, Mr. Brandeis said : 

“The sole effect of a Federal law would be—the sole purpose of the Dryden bill [see note 
15, supra] must have been—to free the companies from the careful scrutiny of the com. 
missioners of some of the States. It seeks to rob the State even of the right to protect its 
own citizens from the legalized robbery to which present insurance measures subject the 
citizens, for by the terms of the bill a Federal license would secure the right to do business 
within the borders of the State, regardless of the State prohibitions, free from the State's 
protective regulations. With a frankness which is unusual—and an effrontery which js 
common—among the insurance magnates——this bill is introduced in the Senate by Johy 
F. Dryden, the president of the Prudential Life Insurance Company—the company which 
pays to stockholders annual dividends equivalent to 219.78 per cent. for each dollar paid in 
on the stock; the company which devotes itself mainly to insuring the working men at an 
expense of over 37.28 cents on every dollar of premiums paid ; the company which, in 1904, 
made the worst record of lapsed and surrendered industrial policies. ... 

“Federal supervision is also advocated by Mr. James M. Beck (formerly Assistant Attor. 
ney General of the United States), the counsel for the Mutual Life Insurance Company, and 
his main argument against State supervision appears to be that the companies pay, hh the 
aggregate, for fees and taxes in the several States $10.000,000, which he says is twice as 
much as is necessary to cover the expense of proper supervision. Ten million dollars isa 
large sum in itself, but a very small one compared with the aggregate assets or the aggre 
gate expense of management. Mr. Beck’s company paid in 1904 $1,138,663 in taxes and 
fees. Its management expenses were $15,517,520, or nearly fourteen times as much. Our 
Massachusetts savings banks paid in the year ending October 31, 1904, $1,627,794.46 in 
taxes to this Commonwealth: that is $80,890.02 more than the whole expense of manage. 
ment, which was $1,546,904.44. 

“Doubtless the insurance departments of some States are subjects for just criticism, 
In many of the States the department is inefficient, in some doubtless corrupt. But is there 
anything in our experience of Federal supervision of other departments of business which 
should lead us to assume that it will be freer from grounds of criicism or on the whole 
more efficient than the best insurance department of any of the States? For it must be 
remembered that an efficient supervision by the department of any State will in effect 
protect all the policyholders of the company wherever they may reside. Let us remember 
rather the ineffectiveness for eighteen long years of the Interstate Commerce Commission 
to deal with railroad abuses, the futile investigation by Commissioner Garfield of the Beef 
Trust, and the unfinished investigation into the affairs of the Oil Trust in which he has 
since been engaged. Federal supervision would serve only to centralize still further the 
power of our Government and to increase still further the powers of the corporations,” 

Mr. Justice Brandeis for a unanimous Court wrote, in Bothwell v. Buckbee, Mears Co, 
275 U.S. 274, 276 (1927): “A contract of insurance, although made with a corporation 
having its office in a State other than that in which the insured resides and in which the 
interest insured is located, is not interstate commerce.” He joined in other similar decl- 
sions in Northwestern Mutual Life Ins. Co. v. Wisconsin, 247 U.S. 1382; National Union 
Fire Ins. Co. v. Wanberg, 260 U.S. 71. 

* Thirty-five states of the Union have filed amicus curiae briefs with us, protesting 
against the decision which the Court is promulgating. 
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Aetna Casualty & Surety Co., Hartford. 

Aetna Insurance Co., Hartford. 

Agricultural Insurance Co., Watertown, N.Y. 

Albany Insurance Co., Albany, N.Y. 

Alliance Assurance Co., Ltd., London. 

American Automobile Insurance Co., St. Louis, Mo. 
American Central Insurance Co., St. Louis. 

American Employers’ Insurance Co., Boston. 
American Equitable Assurance Co., New York. 
American Fidelity Co., Montpelier, Vt. 

American & Foreign Insurance Co., New York. 
American Guarantee and Liability Insurance Co., New York. 
American Home Assurance Co., New York. 

American Insurance Co., Newark, N.J. 

American Liberty Insurance Co., Birmingham, Ala. 
American Marine & General Insurance Co., New York. 
American National Fire Insurance Co., New York. 
American Re-Insurance Co., New York. 

American Star Insurance Co., San Francisco. 
American Surety Co. of New York. 

American Union Insurance Co., New York. 

Atlas Assurance Co., Ltd., London. 

Baloise Marine Insurance Co., Ltd., San Francisco. 
Bankers & Shippers Insurance Co., New York. 
Birmingham Fire & Casualty Co., Birmingham, Ala. 
Birmingham Fire Insurance Co. of Pennsylvania, Pittsburgh. 
Boston Indemnity Insurance Co., Boston. 

,oston Insurance Co., Boston. 

British America Assurance Co., Toronto, Canada. 
British & Foreign Marine Insurance Co., Ltd., Liverpool 
British General Insurance Co., Ltd., London. 
California Insurance Co., San Francisco. 

Calvert Fire Insurance Co., Baltimore. 

Camden Fire Insurance Association, Camden, N.J. 
Cavalier Insurance Corp., Baltimore. 

Central Surety & Insurance Corp., Kansas City, Mo. 
Century Insurance Co., Ltd., Edinburgh. 

Charter Oak Fire Insurance Co., Hartford. 

Cherokee Insurance Co., Nashville. 

Christiania General Insurance Corp. of New York, N.Y. 
Church Fire Insurance Corp., New York. 
Citizens Insurance Co. of New Jersey, Holland Township. 
Columbia Casualty Co., New York. 
Commercial Insurance Co., Newark, N.J. 
Commercial Union Assurance Co., Ltd., London. 
Commercial Union Fire Insurance Co., New York. 
Commonwealth Insurance Co., New York. 
Connecticut Fire Insurance Co., Hartford. 
Connecticut Indemnity Co., New Haven. 
Consolidated American Insurance Co., Columbia, S.C. 
Constellation Insurance Co. of New York, New York. 
Constitution Insurance Corp. of New York, New York. 
Continental Casualty Co., Chicago. 
Continental Insurance Co., New York. 
Eagle Fire Co. of New York, New York. 
Employers’ Fire Insurance Co., Boston. 
Employers’ Liability Assurance Corp., Ltd., London. 
Employers Reinsurance Corp., Kansas City, Mo. 
Equitable Fire Insurance Co., Charleston, S.C. 
Equitable Fire & Marine Insurance Co., Providence. 
Excelsior Insurance Co., Syracuse. 
Farmers Fire Insurance Co., York, Pa. 
Federal Insurance Co., Flemington, N.J. 
Fidelity & Casualty Co. of New York, New York. 
Fidelity & Deposit Co. of Maryland, Baltimore. 
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Fidelity & Guaranty Insurance Underwriters, Inc., Ohio. 
Fidelity-Phenix lire Insurance Co., New York. 

Fireman’s Fund Insurance ¢ 0., San F rancisco. 

Firemen’s Insurance Co., Newark, N.J. “ 

Firemen’s Insurance Co. of W ashington, DO. 3) 

French Union & Universal Insurance Co., Paris. 

Fulton Insurance Co., New York. 

General Accident F. & L. Assurance Corp., Ltd., Perth, Scotland. 
General Casualty Co. of W isconsin, Madison, Wis. 
General Reinsurance Corp., New York. i 

General Security Assurance Corp. of New York, N.Y. 
Glens Falls Insurance Co., Glens Falls, N.Y. a 
Globe & Republic Insurance Co. of America, Philadelphia. 
Globe Indemnity Co., New York. e 

Granite State Fire Insurance Co., Manchester, N.H. 

Great American Insurance Co., New York. ; 

Guarantee Insurance Co., Los Angeles, Calif. 

Halifax Insurance Co. of Massachusetts, Boston. 

Hanover Insurance Co., New ‘York. ; 

Hartford Accident & Indemnity Co., Hartford. 

Hartford Fire Insurance Co., Hartford. 

Helvetia Swiss Fire Insurance Co., Ltd., Birmingham, Ala. 
Home Fire & Marine Insurance Co., San Francisco. 

Home Indemnity Co., New York. 

Home Insurance Co., New York. 

Home Insurance Co. of Hawaii, Ltd., Honolulu. 

Hoosier Casualty Co., Indianapolis. 

Hudson Insurance Co., New York. 

Industrial Indemnity Co., San Francisco. 

Insurance Co. of the State of Pennsylvania, Philadelphia. 
International Insurance Co., New York. 

Inter-Ocean Reinsurance Co., Cedar Rapids. 

lowa Fire Insurance Co., Waterloo, lowa. 

Jersey Insurance Co., New York. 

La Paternelle Fire & General Insurance Co., Ltd., Paris. 
Liverpool & London & Globe Insurance Co., Ltd., Liverpool. 
London Assurance, London. 

London Guarantee & Accident Co., Ltd., New York. 
London & Lancashire Insurance Co., Ltd., London. 
Manhattan Fire & Marine Insurance Co., New York. 
Marine Insurance Co., Ltd., London. 

Maryland Casualty Co., Baltimore. 

Massachusetts Bonding & Insurance Co., Boston, Mass. 
Mercantile Insurance Co. of America, New York. 
Merchants Fire Insurance Co., Denver. 

Merchants & Manufacturers Insurance Co., New York. 
Metropolitan Casualty Insurance Co. of New York, Newark, N.J. 
Metropolitan Fire Assurance Co., New York. 

Milwaukee Insurance Co., Milwaukee. 

Minneapolis Fire & Marine Insurance Co., Minneapolis. 
Monarch Insurance Co. of Ohio, Cleveland. 

Munich Reinsurance Co., New York. 

National-Ben Franklin Insurance Co., Pittsburgh. 

National Capital Insurance Co., Washington, D.C. 

National Fire Insurance Co., Hartford. 

National Surety Corp., New York. 

National Union Indemnity Co., Pittsburgh. 

National Union Fire Insurance Co., Pittsburgh. 

National Union Insurance Co., Washington, D.C. 
Netherlands Insurance Co., The Hague, Holland. 

New Amsterdam Casualty Co., New York. 

Newark Insurance Co., Newark, N.J. 

New England Insurance Co., Springfield. 

New Hampshire Fire Insurance Co., Manchester, N.H. 
New Rotterdam Insurance Co., Rotterdam, The Netherlands. 
New York Fire Insurance Co., New York. 
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New York Underwriters Insurance Co., New York. 
New Zealand Insurance Co., Ltd., Auckland, New Zealand. 
Niagara Fire Insurance Co., New York. 

Nordisk Reinsurance Co., Ltd., New York. 

North American Reinsurance Corp., New York. 


North British & Mercantile Insurance Co., Ltd., London and Edinburgh. 


North River Insurance Co., New York. 
Northeastern Insurance Co. of Hartford, Hartford. 
Northern Assurance Co., Ltd., London. 
Northwestern Fire & Marine Insurance Co., Minneapolis. 
Norwich Union Fire Insurance Society, Ltd., Norwich, England. 
Ocean Accident & Guarantee Corp., Ltd., London. 

Ohio Farmers Indemnity Co., Ohio. 

Ohio Farmers Insurance Co., LeRoy, Ohio. 

Old Colony Insurance Co., Boston. 

Pacific Coast Fire Insurance Co., Vancouver, B.C. 

Pacific Insurance Co. of New York, New York. 

Palatine Insurance Co., Ltd., London. 

Pearl Assurance Co., Ltd., London. 

Peerless Insurance Co., Keene, N.H. 

Pennsylvania Fire Insurance Co., Philadelphia. 
Pennsylvania General Insurance Co., Pennsylvania. 
Phoenix Assurance Co. of New York, New York. 

Phoenix Insurance Co., Hartford. 

Potomac Insurance Co., Pennsylvania. 

Providence Washington Insurance Co., Providence, R.I. 
Provident Insurance Co. of New York, New York. 
Prudential Insurance Co. of Great Britain, New York. 
Quaker City Insurance Co., Philadelphia. 

Queen Insurance Co. of America, New York. 

Reinsurance Corp. of New York, New York. 

Reliance Insurance Co., Philadelphia. 

Royal Indemnity Co., New York. 

Royal Insurance Co., Ltd., Liverpool. 

Royal Exchange Assurance, London. 

Safeguard Insurance Co., New York. 

St. Paul Fire & Marine Insurance Co., St. Paul. 

St. Paul Mercury Insurance Co., St. Paul. 

Scottish Union & National Insurance Co., Edinburgh. 

Sea Insurance Co., Ltd., Liverpool. 

Seaboard Fire & Marine Insurance Co., New York. 
Security Insurance Co. of New Haven, New Haven, Conn. 
Skandia Insurance Co., Stockholm. 

Skandinavia Insurance Co., Ltd., Denmark. 

South British Insurance Co., Ltd., Auckland, New Zealand. 
South Carolina Insurance C., Columbia, S.C. 

Southern Fire & Casualty Co., Knoxville. 

Southern Title Insurance Co., Knoxville. 

Springfield Fire & Marine Insurance Co., Springfield, Mass. 
Standard Accident Insurance Co., Detroit. 

Standard Fire Insurance Co., Hartford. 

Standard Fire Insurance Co. of New Jersey, Trenton. 
Standard Marine Insurance Co., Ltd. (fire department), Liverpool. 
State Capital Insurance Co., Raleigh, N.C. 

Sun Insurance Co. of New York, New York. 

Sun Insurance Office, Ltd., London. 

Surety Fire Insurance Co., New York. 

Swiss Reinsurance Co., Zurich, Switzerland. 
“Switzerland” General Insurance Co., Ltd., Zurich. 
Thames & Mersey Marine Insurance Co., Ltd., Liverpool. 
Transcontinental Insurance Co., New York. 
Transportation Insurance Co., Chicago. 
Travelers Indemnity Co., Hartford. 

Twin City Fire Insurance Co., Minneapolis. 
Union Assurance Society, Ltd., London. 
Union Insurance Society of Canton, Ltd., Hong Kong. 
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Union Marine & General Insurance Co., Ltd., Liverpool. 
Union & Phenix Espanol Insurance Co., Madrid. 
Pnion Reinsurance Co., Zurich, Switzerland. 
United States Casualty Co., New York. 

United States Fidelity & Guaranty Co., Baltimore. 
United States Fire Insurance Co., New York. 

Unity Fire & General Insurance Co., New York. 
Urbaine Fire Insurance Co., Paris. ; 

Utah Home Fire Insurance Co., Salt Lake City. 
Vigilant Insurance Co., New York. 

Westchester Fire Insurance Co., New York. 
Western Assurance Co., Toronto, Canada. 

Western Fire Insurance Co., Fort Scott, Kans. 
Yorkshire Insurance Co. of New York, New York. 
gurich Insurance Co., Zurich, Switzerland. 


Excerpt From TRANSCRIPT OF RECORD, CULLEN Vv. BOHLINGER, SUPREME CoURT 
OF THE STATE OF NEW YORK, APPELLATE DIvISION, BEGINNING AT PAGE 329 





Direct examination of Mr. Barry, by Mr. Kaplan 


Q. Mr. Barry, your fullnameis * * *?—A. John R. Barry. 

Q. Where do you live?—-A. Larchmont, N.Y. 

Q. What is your position in the insurance business?—-A. Well, I am presi- 
dent of Corroon & Reynolds, Inc.; executive vice president of American Equi- 
table; executive vice president of New York Fire Insurance Co., Globe & Repub- 
lic, and Merchants & Manufacturers Insurance Co. 

Q. Are the companies of which you are an officer members of the New York 
Fire Insurance Rating Organization?—A. Yes. 

Q. How many years have you been in the fire insurance business?—A. Too 
many—43. 

Q. Was part of your experience had in the practice of accounting in connection 
with the insurance companies?—A. Well, I should say, over that—from the 
beginning ? 

Q. Would you say that was part of it?—A. I would say right from the begin- 
ning I had something to do with the accounting end of the insurance business. 

Q. Are you the individual who was appointed the chairman of the subcom- 
nittee by the governing committee of the New York Fire Insurance Rating 
Organization at its meeting on January 14, 1954, for the purpose of discussing 
this subject matter which we have here under review in the insurance depart- 
nent of this State?—-A. Yes. 

Q. And have you since then functioned as chairman of that subcommittee?— 
A. Yes. 

Q. You have heard the testimony here today, with respect to these Lumber 
Mutuals which are subscribers to—partial subscribers to the New York Fire 
Insurance Rating Organization. Are you acquainted with the history of that 
subject matter?—A. Fairly so. 

Q. Do you know of any stock fire insurance company which is a partial sub- 
scriber to the services of the New York Fire Insurance Rating Organization?— 
A. No, 

Q. Are you acquainted with the machinery through which rates are promul- 
gated and determined by the New York Fire Insurance Rating Organization ?— 
A. Yes; Iam. 

Q. What, in your opinion, would be the effect upon members of the New York 
Fire Insurance Rating Organization if a partial subscribership to the classes, 
or to classes were permitted to a stock company under the alleged independent 





Mr. Epes. I object to that question as calling for a speculative answer. 
Mr. Murpry. I will let the witness answer. 

A. I think it would be complete chaos and confusion. It would create a 
situation that would make it impossible for the insurance department of the 
State of New York to carry out their responsibilities and the reasonable ad- 
ninistering of the law. 

Q. How are class rates usually made—are they made on the basis of the 
experience of one company or on over all experience? A. Well, the court of 
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appeals discovered that, by stating clearly that class rates connot be made on 
the basis of one company, and if you want the opinion I will give you the book 
and the date. 

Q. When a company which is a member or subscriber of the New York F 
Insurance Rating Organization believes it has a basis for modification of the 
rate promulgated by that rating organization, may it under the rating law pursue 
the remedy of deviation? 

Mr. Epes. I object to that question. The witness is not qualified as qa lawyer 
That calls for a legal answer, a legal conclusion. , 

Mr. Murpnuy. Well, I will let him answer the question. He has been ip the 
insurance business a long time, and knows more about it than most lawyers, 

WITNESS. Can I give my opinion of the rating law and how it wag set up and 
why it was set up? 

Mr. KAPLAN. Well, the question 

Mr. Barry. You have in there a provision for deviation. It is in there to 
protect the rights of everybody. If anybody believes that the rates promulgated 
by the rating organization are incomplete in some way, they have the privilege 
of asking the Fire Insurance Rating Organization to file a deviation for them, 
If the rating organization decides that the deviation is not justified, and they 
turn it down, that company has the right to appeal to the insurance department, 
but, in that particular case, the deviation can only be granted after a hearing 
and due notice to the New York Fire Insurance Rating Organization. 

Q. In your opinion, this attempt on the part of the Insurance Co. of North 
America to make alleged independent filings of classes of rates promulgated by 
the New York Fire insurance Rating Organization, is it your opinion that it 
partly was done to obviate the necessity of conforming to and complying with 
the deviation section of the rating law? 

Mr. Epes. I object to that question in that it calls for the witness’ inquiring 
into the state of mind of some other person that he has no access to and would 
be complete speculation on his part. 

Mr. Murpny. Well, I think, technically, Mr. Epes is correct, but I will allow 
the witness to answer. 

A. I’ll answer that by saying that it is one way you could escape the deviation 
section because the superintendent has gone to great lengths to explain to us and 
lay down to us we are shut off from a lot of rights we have, because we can’t do 
anything until after the department has acted on the request. Whether the 
department has acted upon this request or has not acted at all, if you let the 
thing lapse, by time it becomes a rating system and then we have got to come 
down here and get permission to object, and the only grounds on which we could 
object to it is that it is discriminatory. And I would like to elaborate on that 
by saying that under the system of rating of the New York Fire Insurance Rating 
Organization there is a rate on this particular building in which we are sitting 
at the moment, and if we, as companies, are to comply with the law, and if this 
law doesn’t go to organizations, the law applies to companies first, the law says 
that I can comply with the law by filing independently as an insurer, that my 
right wasn’t taken away from me, or that I can comply with the law by being 
a member of an organization and designating them as the one to fille for me. 
The way that rating organization came into being was because of things that 
were attempted, and were being done, and the vast impasse such as is proposed 
by these people, because, if they do what they are doing, then everybody will do 
it, and there would be complete chaos. As a result of that, we created a rating 
organization, and it would do them good to read the report of the Merritt com- 
mittee which went into this subject at great length and laid down the reasons 
why we should be made to—not only should be allowed to make rates in concert, 
but should be made to make them in concert. So this rating system that we 
have covers every risk in the State of New York, and there has got to be relation- 
ship between the rate on this particular building in which we are sitting today 
and every risk in the State of New York under that rating plan. And there 
isn’t a fine thin thread running through to show the connection between the rate 
on this building and the rate on my dwelling in Larchmont, and if I can’t prove 
that the rate on this building is in relation to the rate on my dwelling in Larch- 
mont, then the whole system falls as being discriminatory. 

Q. Well, does that mean that the rating organization functions for the pur- 
pose of accumulating the data and the proof through which this system is coor- 
dinated and through which this fact can be presented to indicate the relation- 
Ship between one rate on one premium and another in effect? 
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A. Yes, and the best proof of that is that when we come to adjusting the 
rates, we have the choice of coming to the department and saying that we believe 
the rates we are receiving—and remember, when we come to the department 
we don’t come in and say the rates we are receiving on this basis or that, we 
say on an overall basis—are not producing an adequate profit, and then the 
barden of proof is on us. To come down here with what? With the overall 
experience in the State by classes. If the department, in turn, feels that our 
rates are excessive, then the burden is on them, and they have to come in with 
statistics and proofs. And, what have you got? And what happens in those 
rate adjustments? The dwellings and the schedule rated risks are lined up— 
Mr. Collins can testify later—and we finally determine what is the overall ex- 

rience in the State and whether that overall experience has produced a rea- 
sonable profit or an excessive rate. After we have done that, we sit down 
and say, “Look, here has been the loss experience on the dwellings,” and maybe 
it has been something that would call for an increased rate. As a matter 
of fact this department in the adjustment of rates has ruled—we didn’t have to 
accept the ruling but we did it as a matter of commonsense in business—that 
there would be no more than 25 percent increase or decrease in any class rate at 
the time of an adjustment, because the adjustment is made between the dwell- 
ings and the class rates—the schedule rates—and you can’t separate them. 
There is nothing in the law that says you can sell us a separate rate on just 
dwellings as against schedule rated risks. They are all property owners, they 
all have a property right, they all have a property value—in any system. The 
reason that you cannot move out of the New York Fire Insurance Rating Or- 
ganization’s rating system is because the minute you change one iota of it for 
any one class, or even the smallest class, the minute you change one precept of 
that system, you immediately are discriminating against every other class and 
every risk, every policyholder, in the State of New York. There is nothing in 
class rates—the only reason that you have class rates is a very simple reason, 
for the benefit of the public. If you didn’t have class rates and you had to 
go out and make an inspection of every dwelling in the State the cost of insur- 
ance for the dwelling owner would be prohibitive—couldn’t be done. So the 
department, in carrying out teihr responsibility under tis rating law has said, 
many, many years ago, it would be ridiculous to inspect every risk. Therefore, 
you go ahead and you lump dwellings, and we will assume that from the dis- 
criminatory feature of the law, we will assume that every dwelling is pretty 
nearly the same as another dwelling. However, they did say, “Look, you can- 
not charge the same rate to a homeowner in a town that has a paid fire depart- 
ment and spends a lot of money for protection and otherwise, as you charge 
some community that doesn’t even have a fire department. In other words, that 
would be rank discrimination, and we cannot allow that.” There are towns in 
this system we are faced with—and you can’t have any other system of rating, 
and the only other system of town rating you could have would be one that 
would go to a finer degree than ours, and if you try to pull it in and bunch them, 
the minute you do that you are going to be guilty of discrimination. We have 
an investment in the New York Fire Insurance Rating Organization, and to re- 
produce what we have over there—and this is my opinion, and be sure it is 
my opinion as an individual—would take twenty-five to thirty million dollars. 
Why did we accumulate something worth twenty-five to thirty million dollars, 
and why do we spend two and a half million dollars a year in New York State and 
probably thirty million a year throughout the United States? Making rates, 
the way we make rates—and only for one word—discrimination. The only rea- 
sn we were allowed to make rates—— 

Mr. Epes. I don’t like to keep on interrupting, but it seems to me the way the 
question was put was—I don’t exactly remember—but this is argumentative 
and—— 

Wirness. They asked my opinion, and as long as they want my opinion, I am 
entitled to give my full opinion. 

Mr. Epes. I am going to object to the answer on the grounds that it is argu- 
nentative. 

Mr. Kapnan. In connection with that observation, Mr. Diemand filed a com- 
Prehensive statement here yesterday without anybody asking him any questions, 
and without his permitting anybody under subpena to come in here and testify. 

Mr. MurPHey. I will let Mr. Barry’s remarks stand. 

Q. Now, Mr. Barry, in your opinion, do you know of any right of a company 
attempting not to subscribe to classes, copying the work papers and the reports 
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and the rate cards of the New York Fire Insurance Rating Organization» 
A. Well, if they have the right to take from me something that is my property 
then I am in the wrong business. I ought to get a gun and get rich. That is what 
it amounts to. I mean, I don’t know how they can presume to—we have gj 
that agreement over there, and they signed that agreement as a subscriber and 
before that they were a member. The difference between a member and @ sub. 
scriber is the privilege of voting, and we never asked them to not be membe 
we never asked them to give up the privilege of voting—they did that voluntg 
themselves. Now, when they come in and say that the rating organization or the 
rating organization, “Look, we think you are pretty good on one side, but you 
are not so good on the other side, therefore we are quitting you” and th 
quit, well, my understanding of how the world revolves and goes along is, w 
they quit, they quit—draw a sharp line—they are finished for everything. The 
ean’t quit for part and come back for part. What these people are trying to 
attempt to do is to stay on the dwellings while we are going off the dwelli 
but we are still going to use your town system. Well, I say you are not Zing to 
use it, and I'll go further, I would like to go further on that—the rating manuals 
of the New York Fire Insurance Rating Organization belong to nobody but the 
New York Fire Insurance Rating Organization. They are the property of nobody 
but them, and anybody that attempts to sell them, buy them, copy them, or any- 
thing else, is subject to arrest for larceny as far as I am concerned. When we 
quit with an agent we have got to give back the book. Now, in this Situation 
that you are developing here, after March 1, if you uphold this ruling, we agq 
company, or we as a group of companies, will call on every agent in the State of 
New York that represents the North American not to use that manual for 
dwellings under danger of using property for the North American that don't 
belong to them. 

Q. Let me ask you this, Mr. Barry, this service of the rating organization can 
be redeemed by the North America Companies by remaining as subscribers ora 
member of the rating organization; is that right?—A. Absolutely. 

Q. And paying a regular assessment; is that right?—A. Yes. 

Q. There has been some collateral observation made here and question asked 
as to whether anybody knows whether the North America as a group will con 
tinue to oppose a full assessment—you heard that?—A. Yes. 

Q. Now, if the North America pays a full assessment it is entitled to the full 
service, if it remains a subscriber or members; is that right?—A. That is right, 

Q. Is it your opinion that if they take the position that they might pay a full 
subscribership, but do not want to remain as a subscriber or member, that the 
only reason or one of the reasons that there could be, is their desire to obviate 
the requirements of the deviation section?—A. That is right. 

Mr. Eres. That calls for a conclusion. I will object to it. 

Mr. Murpny. Well, he has already testified. I’ll overrule it. 

Q. Now, Mr. Barry, your company or companies, the names of which were 
placed in the record, of which you are an officer, are companies relatively 
smaller in capital structure and surplus than companies in the North America 
group?—A. Yes. 

Q. You concede that?—A. Yes. 

Q. The hearing commissioner made the observation, I think when Mr. Stanley 
was on the witness stand, that the department would carry the duty of seeing 
to it that rates were not inadequate. If all of the members and subscribers of 
the rating organization went their own way, making class rates for dwellings, 
do you know how the insurance department or anybody else could see to it 
that rates were not inadequate?—A. Well, you can conceive this situatiton asa 
practical proposition, and as a lawyer—there are about 16 groups of companies 
who have said, “Well, if the department is going to let the North America do 
this, why should we stay? We will go out, too.” So, let’s conceive they all go 
out for dwellings. Let me ask the department, What is their position? How 
are they going to administer the law? How are they going to provide against 
discrimination? ‘There is nothing in the law that will make me maintain an 
organization to keep up the ratings between towns and communities, so it will 
fall of its own weight. Now, what do these people want? Do they want the 
State to take over the raing function? The State would have to take over the 
rating function—and that’s something we don’t want. They don’t want, we 
don’t want, nobody wants. You may say that is improbable, but we know our 
selves that it is definitely possible, because, if I understand the reason, the North 
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america group doesn’t expect that we will sit by and let them have an advan- 
tage that we are not going to have ourselves. 

Mr. Murpuy. Mr. Barry, I think it is evident by rulings I made in connection 
with Mr. Collins’ testimony, that it is my feeling at this time that the scope 
of this inquiry and the ‘scope of the demand for this hearing is tied up with 
wheher the North America group, in this case, has a right under our law to 
do what they are doing. I regard that as the question that has to be decided 

pecause, if they don’t have the right, the other questions become academic. 

If they do have the right, then it would seem to me we return to the question if 

what they are doing meets the standards of our law. That is why I want to 
ttothatissue. That, I think, is the main issue. 

Mr. Barry. Could I answer you? 

Mr. MurpHy. Yes. 

Mr. Barry. All right, I’ll answer you. It has been testified here that since 
December 7 there have been 34 or 35 changes—the amount is insignificant, even 
if there were only 1 it would still answer the question. This filing that you 
have let go by default as of March 1; as of March 1 these people have no right 
to use any part of our records, any part of our property, in connection with 
any filing they make. You have said by this examination report—this depart- 
ment. No matter who signed it, it was signed by the superintendent at that time. 
And they have no right, so, immediately, you have set up two systems of rating 
dwellings in this State, and I claim theirs is discriminatory because it is different 
from ours, and I claim they are guilty of discrimination the minute they use it, 
and I claim I can hold them responsible for all damages if they use it after 
March 1, because it is discriminatory and illegal. 

Mr. MurpHy. Mr. Barry, this is my question—now let’s attempt to put first 
things first: Is not the first question in this hearing, in your mind, the question 
as to whether or not under the law, and as applicable in the constitution and by- 
laws of the rating organization, whether the North America can, in fact, do 
what they are attempting to do? 

Mr. Barry. No. I claim they have no legal right to do it, and 

Mr. Murpuy. Well, until we have decided that, is not the question of their 
rating pattern somewhat academic? 

Mr. Barry. No, it isn’t academic. For the reason that they—in your deciding 
this case you are faced, No. 1, as superintendent of insurance sitting there today 
with the obligation of administering that rating law. It is our primary obliga- 
tion, as citizens of the State or as people licensed to do business, it is our obliga- 
tion to live up to the rating law. You are there with just as much obligation 
as we have, with just as much obligation to see that rates are adequate, but 
you have a bigger obligation to see that there is no discrimination, and if they 
have a rating system that has 34 differences in it between their rating system 
and our rating system, then one or the other is discriminatory, and that’s why I 
say that you cannot allow them—the two rating systems—to exist side by side 
for that reason, that the law is very clear and definite. And look up the decision 
of the court of appeals, that class rates cannot be made on the experience of 
onecompany. It has got to be made on the overall experience of all companies 
doing business in the State, and the minute, the minute they have a filing out 
that is different from our filing, that of the New York Fire Insurance Rating 
Organization, they are guilty of discrimination as against every schedule rated 
dass that we have, and they are guilty of discrimination because they have got 
adifferent system than we have. That is the point of this whole hearing. 

Q. May I ask you this—do you know of any method by which this so-called 
system, after March 1, would be the same as that of the New York Fire Insur- 
ance Rating Organization without continuing the use of a bottle of glue and a 
pair of shears?—A. No. 

Q. And their rate cards?—A. No. There is no way it could be done, and I 
would like to elaborate a little bit on that. This whole question we bave here 
today was argued out 33 years ago, and it went to the court of appeals for this 
State, and they answered all the questions that are being asked here today. 
They said they recognize that no one company could set up a rating organiza- 
tion—the cost was prohibitive. Therefore, in allowing a rating organization to 
becreated by statute, they told them that being licensed as an insurance company 
they could have the privilege of belonging to it, and also said that the rating 





- Organization had the right to make reasonable rules and regulations as to the 


tate charged—and they are going to go out and charge a separate rate by reason 
of the fact that they are not up to date on 34 changes we made, and after 
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Mareh 1 this system of ours cannot be used by them under any basis. 
although no questions were raised, I am going to raise them. On what 
could they use for the rating of dwellings the classification system we have for 
towns and villages and cities, ete. They have no right to it, because they have 
given up their rights. We didn’t take it away from them—remember that—we 
took nothing away from these people. They took away from themselves the 
right to vote; they have taken away from themselves the right to have our data 
and information as to dwellings. But that doesn’t relieve you of the obligation 
and the right which you have under the law to read that decision, to see 
class rates are made on an overall experience within the State. It also sa 

the department had nothing to do with what happened to the dollar in the rate 
you couldn’t regulate commissions or regulate anything else. I mean, that is the 
law of the State of New York we are going by. In this thing we are going on 
with, I get back again to the fact that I have an obligation as an executive Officer 
of an insurance company to live up to the law. I live up to the law by belongi 
to the New York Fire Insurance Rating Organization which I also have the right 
to do under the law, but I also have the right to say that if I am willing to iney 
this terrific expense I can go out and do it. But, supposing I did come Gown 
here tomorrow and said “I am going to set up a brand new individual rq 
system of my own.” You have an obligation on your part to prevent the com. 
pany from doing it on the grounds of a complete waste of money, and extravagant 
and expensive, and the cost would have to be passed on to the policyholder, ang 
that is something else. 

Q. Mr. Barry, are you acquainted with the contents of the Merritt committee 
report?__A. With some of it, yes. 

Q. Do you know that that was a report that was prepared by the legislative 
committee which made an investigation of insurance matters in the State of New 
York?—A. That’s right. 

Q. I ask you—I intend to file this, and I am just going to read excerpts from 
it—whether you agree with the following extract from that report: “The prac. 
tical result and the difficulty of the problem of rating, is that it is impossible 
to make rates properly on the basis of a single company’s experience. The ex- 
perience of even the largest companies is not extensive enough to insure the 
proper working of all averages on all filings.” Do you agree with that?—A, 
Absolutely. 

Q. And that is the point to which you have been addressing yourself?—A, 
Absolutely. 

Q. Do you agree with the quotation from that report which is as follows: “It 
has been demonstrated by the experience of all kinds and places that open 
competition in fire insurance is an unstable condition which leads to the general 
weakening of the companies and eventually to the elimination of small con- 
panies. Furthermore, under open competition there is always discrimination 
in favor of a policyholder with influence.” Do you agree with that?—A. Abso- 
lutely. 

Q. That observation and recommendation in the Merritt committee report?— 
A. Yes. That was a great committee. 

Q. What would the effect be of this kind of a move upon smaller companies, 
such as your companies—just state in your opinion?—A. Well, here is the effect 
it would have on small companies: A big company like the North America 
could very well afford to experiment, and if they are wrong and lose $5 million 
in the experiment, well, that’s part of the day’s work. They are big and rich. 
But a small company has no money with which to experiment. Not having any 
money with which to experiment, the small company has to look to the insur- 
ance department not only to the State of New York but of every State in the 
Union, to see that they see that the law is kept on an equal basis and nobody gets 
an unfair advantage. That is why rates are made in concert and the whole con- 
cept of rates and what determines an inadequate or an excessive rate is the 
overall experience of all companies doing business in the State as to loss ratio, 
and it was pretty well expounded down in Washington, D.C., that in arriving at 
the proper expense to be used in arriving at the adequacy or inadequacy of rates 
shall be the average expense ratio of all companies doing business within the 
State, so that the small company isn’t going to be murdered by the fact that 
the large company has a low expense ratio and they have a high one, to give 
everybody an even chance as we come to get a formula, and the department must 
have some kind of a formula to make it apply in determining whether that law 
is being lived up to or not, as to the formula. 
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Q. Are you acquainted with the Lockwood committee report?—A. I am, with 
Q. > a committee also appointed by the Legislature of the State of New 
9—A. Yes. 

I aoa you the following paragraph from that report: “Ratemaking upon the 
endless items of property that enter into the insurance business is exceedingly 
difficult and expensive. It requires a large organization and expert knowledge 
and experience. No single company, however large, can afford to make rates 
for itself alone. * * *” Are you in accord with that conclusion of the Lock- 
wood committee, Lockwood legislative committee ?—A. Absolutely. 

Mr. MurpHy. Gentlemen, it is about 12 minutes to 4 now and, as I stated 
before, I am compelled by a prior engagement to go upstrairs. Do you have some 
questions to ask Mr. Barry, Mr. Epes? : 

Mr. Bees. Well, I hardly think it is worth starting now. 

Mr. Murpuy. Well, unfortunately for us, Mr. Barry is going to Florida pretty 
goon, 80 you won't have much opportunity. How long are you going to be gone, 

9 
ag I'll be gone a month. 

Mr. Eres. Well, we reserve the right to put him through cross examination, 
but it is true we can’t finish in 5 or 10 minutes. That was a long examination. 

Mr. Barry. Well, you knew before it started that I was going to go to Florida. 
§o I haven’t sprung anything new on you. 

Mr. Eres. Well I didn’t know you were going to make a speech like this. 

Mr. Barry. Well I think that is typical of your organization, to try to put in 
everybody else’s mouth the words they should use. And I don’t go for that. 

Mr. Murpuy. Gentlemen, I think at this time we will adjourn, except that 
there is a matter, two matters, we want to dispose of. First, and again in view 
of Mr. Barry’s testimony. I must advert to the question of whether the filing is 
wfairly discriminatory. That seems to be the chief statement. I don’t think 
that is properly within the scope of this hearing; but, as I said before, if it is 
decided that the North America is entitled to do as they have done, we will be 
glad to receive any information on that point and we will take such action 
as we deem appropriate. But I think that is outside the scope of this hearing. 

Mr. Barry. Well, I am not going to allow—can I talk without the lawyers 
getting in trouble? I think it is well within the—— 

Mr. MurpHy. Would you like to talk off the record? 

Mr. Barry. Yes; I would like to talk off the record. 

(At this point there was a short discussion off the record.) 

Mr. Kaptan: I think it has been made clear from the record that it is neces- 
sary, and we deem it so, for these officers of the North America Co. to be here in 
order that we might interrogate them with respect to the general subject mat- 
ter under review. 

Mr. MurpHy. Well, could you give me some idea of what you want to develop 
from these officers of the North America? 

Mr. Kapitan. Well, in the first place, we want the production of what we have 
asked for in the subpena duces tecum, a copy of which is before you, and none of 
which has been produced. 

Colloquy 


Mr. MurpHy. Well, let’s have a copy of that, and I can dispose of that matter 
right now. 

(Subpena above referred to handed to Mr. Murphy.) 

Mr. MurpHyY. Item 1 states that you want all the records, correspondence, mem- 
oranda, and data with respect to the formulation of rates in the dwelling classes 
for the State of New York and any statistical data, manuals, schedules, rates, 
rating plans, forms, and any reports or other memoranda of research prepared 
by the North America companies. Well, it is my opinion that the filing and any 
supporting data of the North America, the subject filing, is now a matter of pub- 
lie record and, in fact, the filing itself has been introduced. As stated before, 
it speaks for itself. I again stated that I have limited the scope of this hearing 
particularly to those items specifically referred to in your hearing demand and 
again I must say that an inquiry into the ratemaking technique used, in my 
opinion, does not come within the scope of this hearing at this time, because the 
fling has been made and you are dealing with an accomplished fact. So, I don’t, 
frankly, see what purpose, in view of that ruling, at this state it would serve. 
Again, I can only say that in the event that this Department does determine that 
a filing such as the one the North America has made can, in fact, be made under 
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our rating law and any other applicable rulings, well, then the question of the 
rates can be brought up anew. 

Mr. Kapian. It can’t be brought up anew, Mr. Superintendent, because the 
question arises one minute after March 1, and March 1 will arrive before the next 
installment of this hearing. 

Mr. Murpuy. That’s true. 

Mr. Kapitan. And you can’t, it seems to me, make a ruling which bars us from 
the right to make inquiry to determine whether this alleged system is a syste 
so that you can determine whether it should or should not be permitted to be 
used. I don’t see how you can say that you have got to permit it to be 
and then we have got to come in later, when you have ruled that the S0-called 
“deemer” period has expired, and that this is presumptively in effect. We say 
at this point 

Mr. Murpnuy. I am going to amend your statement, Senator—not only have 
we ruled, but you agreed—at the time, in fact, you were party to the agreement, 
We did it so as to bring this matter on for a hearing. We fully developed that, 

Mr. Kapian. You made the statement that all I need to do at the moment jg 
refer to your ruling. How, on the basis of that ruling, on the basis of your 
asking me and their contesting our position as an aggrieved party, when the 
section under which the hearing is held by an aggrieved party, 186, says, jn 
paragraph 4, “Whenever the superintendent shall determine after notice and a 
hearing. that the rates charged and filed on any class of risks are excessive, 
discriminatory, inadequate or unreasonable, he shall order that such rates be 
appropriately adjusted, and that proceedings may be instituted by an aggrieved 
party.” 

Mr. Murpny. What section are you referring to there? 

Mr. KapLan. Section 186, 186(2), and 186(3). It is under that section that 
we are conducting this hearing and the very issues that I am trying to develop. 

Mr. Murpuy. Well, now, may I read it a little further—Subsection 3 provides, 
in part: “Proceedings under this section may be instituted on the initiative of 
the superintendent or upon written application to the superintendent by any 
aggrieved party, person or organization for a hearing if the superintendent shall 
find that the application is made in good faith and that the grounds otherwise 
justify holding such a hearing.” I have stated, and have stated a number of 
times up to now, since you have brought this point up, that in my opinion it is 
not properly within the scope of our hearing today. In other words, I am not 
finding that subsection 3 is applicable to your complaint as an aggrieved party 
about the alleged unfairly discriminatory nature of these rates. So I am ex. 
cluding it from the scope of this hearing, Senator. Now 

Mr. KapLan. Mr. Commissioner, just a moment, now—just a moment. In my 
discussion with the superintendent of insurance at a time on this subject matter 
before you were in any discussion, on the question of our right to a hearing and 
whether he would recognize our right to a hearing on the grounds that we were 
making it in gocd faith and that we were justified, I stated that—he stated, his 
observation was, that he couldn’t contest the good faith of the New York Fire 
Insurance Rating Organization in making that demand. We made the demand 
pursuant to that section and pursuant to what I understood was the recognition 
of our right to move under that section upon the ground that we are an aggrieved 
person in this situation. Now 

Mr. Murpny. Aggrieved in what respect? Aggrieved in the respect that you 
feel that this rate filing is unfairly discriminatory? ‘The reason I am excluding 
from the scope of this hearing? 

Mr. KaPLAN. Aggrieved in respect to the contentions we have made, that the 
word “aggrieved” has a tremendously broad meaning, and I say, that while 
it is late, I will be happy to file with you this afternoon our memorandum 
on what a person aggrieved means. I say that under the law that exists we 
are aggrieved, and as aggrieved parties we have the right as part of the pub- 
lic, and in the interest of the public, and the interest we have in an industry 
which is coupled with the public interest under the decisions, we have a right 
to appear here as an aggrieved person and demand a hearing. Pursuant to 
that section we have a right to go into the very subject matters we have in- 
quired into or attempted to in connection with our examination of Mr. Collins, 
in connection with the subpenas we have served, and the other data attached 
to the subpena duces tecum. May I say this to you parenthetically—I would 
ask you to read our memorandum on aggrieved persons and let this question 
go until we can have a more comprehensive discussion on who aggrieved per 
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ns are and whether the New York Fire Insurance Rating Organization, in 
view of the position under the law, is or is not an aggrieved person under 
the provisions of this section. { 

Mr. MURPHY. Senator, I don’t suppose there is any point in you and I de 
hating what the rating law means, at this time, and I don’t propose to carry 
it any further, except to say again that I feel the question of the discrimi- 
patory character of the North America filing is not within the scope of this 
pearing at this time, and I said that ample opportunity will be given to you 
to bring that to our attention at some future time if you don’t feel that we 
take the proper action on it. 

Mr. KAPLAN. Would you read our memorandum before you rule? 

Mr. MugPpHY. I would be very happy to receive it, or anything you wish 

it. 
Oe KAPLAN. And would you then reserve decision on this until you have 
jad an opportunity to read our brief, part of which is ready for filing with 
ay? 
OS verry. Certainly, glad to. Well, shall we continue on with some of 
fhisother data? In the meantime I will take this—— 

Mr. KAPLAN. I think it is all coupled, most of it is coupled with the position 
that we have taken, Mr. Commissioner, and JI don’t think a review of that at 
fhe minute is going to help in the absence of your reading our memorandum 
of law on the subject. 

Mr. MurPHy. Well, you mean practically all of this data would refer to the 
gleged unfair discriminatory nature of 

Mr. Kaptan. No—and to the question of the excessiveness, or to the fact 
that the rates are either inadequate, excessive or 

Mr. MurPHy. You know, it is rather odd, I think, but I should point out 
that—Do you know your letter of February 2 really doesn’t specifically refer 
tp that except that you make a blanket subject issue of grounds * * * ? 

Mr. Kaptan. I know, but doesn’t it state that the hearing is requested in 
part under section 186(3) which is the section that I referred to here? 

Mr. MurpHy. Well, that is rather a broad aggrieved person section. Really, 
you make no reference in your notice of hearing to the fact that you claim 
the rates are excessive, inadequate, unreasonable or unfairly discriminatory. 

Mr. KAPLAN. We have made our general demands under the section which 
mbraces that subject matter. 

Mr. MurpHy. Well, despite the fact that in your three page letter you set 
mt a number of specific grounds and that isn’t one you set out at all? 

Mr. E.y. Mr. Superintendent, you see now why we said we were not apprised 
of the issues here. 

Mr. KapLan. I would like to file with you the part of the brief I referred to. 
(Handing brief to Mr. Murphy.) 

Mr. Eres. With regard to the brief which has just been submitted, will we be 
gpplied with copy of that? 

Mr. MurpHy. Yes; I would just as soon have you exchange briefs. 

Mr. Kaptan. Well, I don’t think we are under any duty to give him a copy 
without exchangement. I will be glad to exchange briefs. 


Mr. Murpuy. I assume you would like to brief the Department as well, Mr. 
9 



















































Mr. Eres. Just a minute. Did I understand Counsel to say he would give it 
aly if we agree to supply another brief? We would like to reserve the right to 
} flea brief if we think it necessary. 

Mr. MurpHY. Well, let’s try it this way—we will let Mr. Kaplan submit a brief 
ind I would be glad to look it over and—well, I would like you to leave it in my 
diseretion what comments or how much of that brief I will * * * . 

Mr. Epes. We will be very happy to leave it in your discretion, sir. 

(At this point several persons started to leave, and there was much dragging of 
dairs and confusion of voices.) 

Mr.Murpny. Just a second—hold it a minute. 

Mr. Kaptan. I just wanted to call to your attention the fact that our letter 
which you referred to states in its body the action of the Insurance Co. of North 
America and its affiliated companies is a violation of section 183, in addition to its 
wher subjects, and section 183 is the heart of the public law of the state and 
braces the very provisions * * *. 

Mr. Murpny. In no place in your letter did you specifically state there was. 
uy violation of section 183, where, in a number of other cases, you do. 
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Mr. Epes. Section 183 covers no subject matter whatever referred to here. 

Mr. Murpuy. I will state at this time that following adjournment the next 
scheduled hearing date—it was called to my attention— is after the effective 
date of the North America filing, namely, after March 1, 1954. I have been 
requested by Senator Kaplan, with the agreement of counsel for the Ingy 
Co. of North America, and I am now stating, that the operation of the “deemer” 
clause, on or after March 1, 1954, shall not be deemed to prejudice any of the 
parties to this hearing. 

Mr. Epes. May I add just one thing—that instead of “with the agreement” 
I would prefer that you say “without our objection.” 

Mr. Murpuy. I will so amend my statement. 

Mr. KapLin. There is one more thing I would like to make clear for the record 
Our notice or letter to you requesting a hearing states that we believe this tiling 
is in violation of 186, and 186, which is part of the law, sets forth the groungs 
upon which a proceeding can be initiated, and includes the subject matter of the 
reasonableness, the adequacy of rates, and the excessiveness of rates, and the 
unfair discriminatory provision. The North America companies received a 
copy of that, and therefore they were on notice of the fact that we were i 
that contention. All they had to do was read the section of the act. Under the 
circumstances I wish to make it clear that the notice to present that was 
and we continue to present that position, and we ask, therefore, that they be 
prepared to answer that position and we ask the department to include that 
position as one of the subject matters under review before you at this h 

Mr. MurpuHy. I will take into consideration your request that I reconsider 
my ruling on the matter. I will be very happy to do so. 

(At this point the hearing was adjourned to Friday, March 5, 1954, to 19 
o’clock in the forenoon, at the request of Senator Kaplan.) 


Fripay, Marcy 5, 1954—10 am, 

Mr. Murpuy. I think we can reconvene at this time, and before we start on 
the hearing proper I’d like to note that I have requested Senator Kaplan’s 
office and they have agreed to supply the department with a copy of the record 
which is being made by their own hearing reporter. The reason I want that is 
that we will have an opportunity to review what both reporters did and in that 
way we will be able to settle the record if there are any differences, and we will 
have just one official record. Mr. Epes also mentioned that in reading his copy 
of the record he noted a few typographical mistakes. 

Mr. Epes. Just minor matters. 

Mr. MurpnHy. “Just minor matters,” as he describes them, and Senator Kaplan 
agreed with him’ and with me that at the conclusion of our hearing we can settle 
the record; we can look over the record and agree on the elimination of any of 
those minor errors. At this time the hearing is open again, and I think I should 
refer to the discussion Senator Kaplan and I were having at the conclusion of 
the hearing last Friday afternoon. That discussion centered about certain rulings 
that I had made about the scope of this particular hearing, and in substance I had 
ruled, and Senator Kaplan had taken exception to the rulings, I had ruled to the 
effect that it was my feeling that the present scope of this hearing should not 
include the question relating to whether or not the North America filing met the 
standards of adequacy, nonexcessiveness, unfairly discriminatory nature and 
reasonableness set out in section 184 of our rating law. Senator Kaplan remind- 
ed me that his demand or petition for a hearing had set out section 184 asa 
ground for his asking for this hearing, and that is so. On the other hand, I 
am going to stand on my previous ruling, with this modification, or with the 
following modification. At this point it is the department’s desire to restrict 
the scope of this hearing to the determination of whether or not the North 
America Companies are entitled under applicable law or regulation to do what 
they have done in respect to partial subscribership and rate filing. That is the 
primary issue to my mind to be met in the case. In the event that the department 
decides that the North America is not entitled to have taken the actions which 
they have taken, the other questions, especially the one in respect to whether 
section 184 has been complied with by the North America, are moot. On the 
other hand, if the department decides that the North America is entitled to 
have done what they have done, I will then regard this hearing as adjourned 
to some future date, at which time we will be glad to entertain any further 
petition from the rating organization or from any other party qualifying under 
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jaw, in respect to whether or not the North America rate filing meets the 
gandards set out in section 184. ; ; ; 
tor Kaplan, so far as procedure is concerned, I think possibly we had 
if memory serves me correctly, to let Mr. Epes continue some cross- 
examination. Is that correct? Is that where we left off when we concluded on 
9 

TO CAPLAN. Yes, I think so, but I would like to make it clear for the record 
that I am not in accord with your procedural outline because I regard this as 
single hearing embracing a number of issues which are set forth in the request 
; a hearing, pursuant to which you granted a hearing, and it seems to me 
ee a number of these questions are interwoven. In other words, the subject 
matter of undue and unfair discrimination is interwoven with the general 
gestion of the right to do, as you put it, what these companies have attempted 
‘ido, and I don’t see how you can draw a line of demarcation here without com- 

eating the record and without making it necessary to do unnecessary work. 
Your witnesses are here, they are here for the purpose of testifying upon all 
the issues embraced here, and the procedure that you have outlined seemingly 
tome, doubles the work and makes it necessary to bring witnesses back for 
direct and additional cross and I don’t regard that as an outline of procedure 
ghich is best conducive to a hearing as required under the act pursuant to which 
fis hearing is being held. Furthermore, upon the very issue of undue dis- 
qimination, unfair discrimination, you have that bound right into your 
fabric. Your question is not, singly, whether they have a right to do this, 
hich we deny they have, but whether the very doing of it is in a violation not 
wily of the general provisions of this act and the general provisions of law, but 
ghether it also results, the very doing of it, in that type of unfair or undue 
discrimination which is a matter of law, is in violation. That’s the question 
which is so interwoven with your general question that I don’t see how you 
an possibly separate it. Plus which, you’ve got evidence on the record now 
m that particular subject matter which I think should be and will have to be 
taken into consideration by you in determining the issues of this hearing. So 
[would make an exception to your general outline of procedure. 

Mr. MurpHy. I’m glad you mentioned to me the question of economy of 
time and effort, and in that connection I would like to observe that in the event 
itis necessary to continue the hearing on the adjourned basis that I mentioned 
before, I would be very happy to make use of any material which has already 
een developed that is already in the record, and from now on, until we dispose 
of the first issues as I have outlined them, it might be well, if possible, if both 
ju and Mr. Epes could confine your questioning to matters bearing on those 
issues. What is the status of—who has the laboring oar at this point? 

Mr. Kapian. Well, as I left it, Mr. Commissioner, you recall that I said that 
Imight want to recall Mr. Stanley for additional direct, so I am in a position 
of having additional direct and redirect, and I have checked with Mr. Epes this 
noming and he says he has some additional cross, so that it may be better 
procedure would be to let him finish. 

Mr. Epes. Yes, you will remember that I interrupted my cross of Mr. Stanley 
on Friday—— 

Mr. MurpHy. Yes. 

Mr. Eres. And I would like to continue that. 

Mr.Murpnuy. Fine, continue. 

Mr. Epes. With respect to your statement of the issues and Mr. Kaplan’s state- 
ment in that regard. I would like to merely state at this time that we reiterate 
the position we took a the beginning of this hearing in regard to the right of the 
tating organization to raise these questions at all, and they are cluttering the 
record with a repetition of those statements. I will refer back to them. 

Mr. Kaptan. May I at this point, before the cross-examination gets underway, 
state on this question of right to a hearing that when Mr. John R. Barry left here 
Friday he gave the manager of the rating organization authority to present the 
tames of the companies of which he is an officer as aggrieved persons and request- 
the manager of the rating organization to telephone round to see whether and 
what other companies would be ready to join as companies as recorded aggrieved 
parties to this proceeding. Pursuant to that authorization Mr. Stanley did tele- 
phone around and we have, sir this morning a list of 50 insurance companies 
which are members and subcribers of the rating organization which desire to be 
meorded here as aggrieved persons in connection with this and/or in connection 
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that list. 


Mr Epes. Mr. Superintendent, I would like to know a little more about 
tervention and possibly I may want to object. I don’t quite understand 
basis Mr. Stanley is appearing. Is he counsel for these companies or 
agent for the companies in this suit? I just don’t understand how— — 

Mr. Kapuan. If you will address your question to me, I think I could answer it 


Mr. Epes. Yes I will. 


Mr. KapLan. The answer to it is, these companies are appearing ag a 
persons and that we are appearing for them in that connection. All Mr 
did was, at the request of the chairman of the subcommittee, to telephone r 
the companies to see whether they would be willing to make an appear, 


as aggrieved persons. 
Mr. Epes. Are you counsel? 
Mr. Kapian. I am submitting—Pardon? 
Mr. Epes. Are you counsel for these companies? 
Mr. KapLan. Yes. 


I am submitting a list of 50 companies which I am reporting here as aggrieved 


persons and ask that that be marked. 


Mr. Epes. We object to the intervention of these companies, Mr. Superintendent, 
on the same ground, essentially, that we object to the rating organization, We 


don’t think that they have a status to ask for this hearing. 


Mr. Murpuy. You don’t feel that these companies are aggrieved persons? 


Mr. Eres. We do not feel that they are aggrieved persons, 
Mr. Ety. There’s been no finding to that effect yet, sir. 


Mr. Murpuy. The reporter will note the fact that a paper containing the names 
of the companies has been handed up by Senator Kaplan and I will direct that the 


record show the names of these companies at this time. 

(List of intervening companies submitted by Mr. Kaplan:) 
Agricultural Insurance Co. 
American Central Insurance Co. (Commercial Union) 
American Eagle Fire Insurance Co. (Continental) 
American Equitable Assurance Co. 
American Marine & General Insurance Co. (Northern Assurance) 
American National Fire Insurance Co. (Great American) 
British America Assurance Co. (United States Fire) 
British General Insurance Co., Ltd. (Commercial Union) 
California Insurance Co. (Commercial Union) 
Central State Fire Insurance Co. (Phoenix of Hartford) 
Citizens Insurance Co. of New Jersey (Hartford Fire) 
Commercial Insurance Co. of Newark, N.J. (Firemen’s of Newark) 
Commercial Union Assurance Co., Ltd. (Commission Union) 
Commercial Union Fire Insurance Co. 
Connecticut Fire Insurance Co. (Phoenix of Hartford) 
Continental Insurance Co. 
Detroit Fire & Marine Insurance Co. (Great American) 
Empire State Insurance Co. (Agricultural) 
Equitable Fire & Marine Insurance Co. (Phoenix of Hartford) 
Fidelity-Phoenix Fire Insurance Co. (Continental) 
Fireman’s Insurance Co. of Newark 
Fulton Fire Insurance Co. (Hanover) 
Girard Insurance Co. of Philadelphia, Pa. (Firemen’s of Newark) 
Globe & Republic Co. of America (American Equitable) 
Granite State Fire Insurance Co. (New Hampshire) 
Great American Insurance Co. 
Hanover Fire Insurance Co. 
Hartford Fire Insurance Co. 
International Insurance Co. (United States Fire) 
London & Scottish Assurance Corp., Ltd. (Northern Assurance) 
Massachusetts Fire & Marine Insurance Co. (Great American) 


Merchants & Manufacturers Insurance Co. of New York (American Equitable) 
Metropolitan Casualty Insurance Co. of New York (Firemen’s of Newark) 
Milwaukee Insurance Co. of Milwaukee, Wis. (Firemen’s of Newark) 


Minneapolis Fire & Marine Insurance Co. (Phoenix of Hartford) 


with any extension of this hearing and I would like to ask Mr. Stanle 
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National-Ben Franklin Insurance Co. (Firemen’s of Newark) 
New Hampshire Fire Insurance Co. : 

New York Fire Insurance Co. (American Equitable) 

Niagara Fire Insurance Co. (Continental) P 

North River Insurance Co. (United States Fire) 

Northern Assurance Co. : 
Northwestern Fire & Marine Insurance Co. (Hartford Fire) 
Palatine Insurance Co. Ltd. (Commercial Union) 

Phoenix Insurance Co. of Hartford 

Rochester American Insurance Co. (Great American) 

Twin City Fire Insurance Co. (Hartford Fire) : 

Union Assurance Society, Ltd. (Commercial Union) 

United States Fire Insurance Co. 0 

Western Assurance Co. (United States Fire) 

Westchester Fire Insurance Co. (United States Fire) ‘ 

Mr. MurpHy. Will you proceed with your cross-examination? 

Mr. Epes. Well, I would like to observe further that there has been no allega- 
tion as to how these companies have been aggrieved, much less proof. Sup- 

ly, if they allege a grievance they could come in and prove a grievance; 
but merely to come in and say that they are aggrieved without explaining in 
any way how they are aggrieved or under what section of the statute they are 
proceeding I think is objectionable. 

Mr. Murpuy. Your objections are noted, Mr. Epes, although—and although 
I don’t want to appear facetious, I think I can understand how some of these 
companies might consider themselves to be aggrieved—— 

Mr. Eres. Well—— 

Mr. Murpuy. In this matter. 

Mr. Epes. I don’t like to go back into this argument, but I have stated at the 
beginning of this hearing that possible objection to independent action is not 
the type of a grievance which the statute contemplates as a matter of law. 

Mr. MurpHy. I understand; and, again without going all the way back into 
it again, I have ruled that there is ample authority under—the superintendent 
has ample authority under the law to grant a hearing of this kind to determine 
the matter on its merits and it was in the exercise of that authority that the 
superintendent has granted this hearing. 

Mr. Eres. Well, I won’t make any legal argument at this point. I would like 
to ask one more question about this intervention and that is I still don’t quite 
understand Mr. Stanley’s status in this regard. I understand Senator Kaplan 
is counsel for this group of 50 companies that have decided that as a group they 
wish to intervene, but is Mr. Stanley an agent or just what is his status? 

Mr. KapLan. Well, I think I have stated as clearly as I can for the record that 
the chairman of the subcommittee asked him to phone to find out whether they’d 
be willing to join or want to join this proceeding as aggrieved persons and 
whether you characterize him as agent or what you characterize him as, those 
are the facts and the net result of it is these companies have expressed a 
willingness to appear here by us as aggrieved parties. 

Mr. Eres. Mr. Barry is chairman of the subcommittee? 

Mr. Kapian. Mr. Barry is an officer of this company. Do you want to cross- 
examine me on this? 

Mr, Epes. Oh, no. 

Mr. Kaptan. I think I made the statement clear. Mr. Barry, as an officer 
of this company, has expressed a desire to appear as an aggrieved company and 
also a desire to find out whether any other members or subscribers of the rating 
organization desire to appear as aggrieved parties. Now I am not sure, Mr. 
Commissioner, whether you have asked the stenographer to mark this, read the 
names, or record the names. 

Mr. MurpHy. I asked the stenographer to record the names in the record. 


* * * x * * * 
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New York FIRE INSURANCE RATING ORGANIZATION 
New York, N.Y., October 16 1959 
Mr. DoNALp P. McHvueu, 0 Fiena 
Committee on the Judiciary, 
Counsel Subcommittee on Antitrust and Monopoly, 
U.S. Senate, Washington, D.C. 

Dear Mk. McHvueu: This is in reply to your letter of October 13. 

We appreciate the suggestion made part of the second paragraph of your lette 
We would like to get the facts in the record concerning the Aronson-Neuteld 
report entitled “Building Violations and the Reduction of Insurance Premiums” 

The report was reviewed by the subcommittee on rates, rules, and forms of 
this rating organization, at the request of superintendent of Insurance Thacher 
at a meeting held on February 19, 1959. After careful committee study, manage. 
ment was asked to confer with Mr. Thacher and to inform him that it was the 
committee’s opinion that the public could not afford the program Suggested by 
this report. 

On March 6, 1959, Mr. Lewis Vincent, general manager of the National Board 
of Fire Underwriters; Mr. E. C. Niver, executive Vice president of the New 
York Board of Fire Underwriters; and the writer, met with Mr. Thacher to 
informally discuss the Aronson-Neufeld report. At that meeting, Mr. Thacher 
asked the New York Fire Insurance Rating Organization to submit a memo- 
randum form of report to him, outlining the rating organization’s opinion of the 
Aronson-Neufeld report. 

With the approval of the subcommittee of the rates, rules and forms, the rating 
organization complied with Mr. Thacher’s request and wrote to him on April 17 
1959. The letter stated that the committee of the rating organization Was 
unanimous in strongly feeling that the report gives no reasonable occasion or 
cause for entering into any broad or even limited study of the merit or any 
possible inadequacies in our New York City plan and method of class and seched- 
ule fire rating. As for the extreme comments made by the authors of the report 
the committee tried to be charitable and ascribed it to zeal for the task the 
authors assigned themselves on the first page: “The development of a method of 
relating the removal of violations directly and effectively to fire insurance pre 
miums is the purpose of this report.” Our people believe they have an aware 
ness of the slum problem. It is obvious that the fire insurance interests wil] 
be beneficially promoted if anyone can come up with the key to this problem and 
in such attitude this report was searched. 

The committee of the rating organization concluded that the end result of 
the author’s recommendations would be a program of individual risk inspection 
and rating procedure the public could not afford. This stumbling block is basicly 
inherent in the fact on which the authors cite Professor Riegel: “about 80 per- 
cent of all insured risks are in this class (dwelling house) but they contribute 
only 40 percent of the fire insurance premiums * * *.” According to the 
annual report of the department of buildings dated December 31, 1958, the nun- 
ber of buildings in New York City are as follows: 


(1) Total number of buildings and structures in New York City_____- 786, 000 
(2) Total number of 1- and 2-family dwellings_.__.-._---_-____._.. 556, 000 
(3) Total number of old-law tenements, new-law tenements, class A 
multiple dwellings, and other converted dwellings__._.__________ 156, 000 
(4) Total number of commercial buildings___....___--__________--__e 68, 000 
(5); Other ‘miscellancous ‘bulidings.: - 2 ee la 6, 000 


According to the records of the rating organization, there are approximately 
95,000 properties in New York City specifically inspected and rated according 
to the appropriate schedule for the risk. The answer to the Aronson-Neufeld 
report largely lies within those statistics. Only 13 percent of all properties in 
the city of New York are now specifically rated. Present inspections cost in 
the neighborhood of $1 million per year. The residential class premiums in New 
York City in 1957 were only $23,800,000. The added cost of specific rating of 
eight times as many risks, largely the dwelling classes, as suggested by the Aron- 
son-Neufeld report, with all the attendant increased cost of writing and process- 
ing of fire insurance policies in both agent and company offices, would indeed 
drastically increase the cost of fire insurance for all the insured residents of 
this city. Any real estimate of the cost of the proposed scheme must go far 
beyond present inspection costs; the proposed scheme must also anticipate the 
cost for the more frequent reinspections necessary to the services proposed under 
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the Aronson-Neufeld report, and also for the proposed enlarged number of 
schedule items to be inspected and considered in the rating of such property. 

The report seems to suggest both the use of building department violations 
as a basis for fire insurance rating and making “compatible” the standards of 
fire insurance organization and the department of buildings violation list. 
While we feel this is contradictory or at least too uncertain in meaning for precise 

tment some general observations are in order. Table I of the Aronson- 
Neufeld report lists principal violations considered by the department of buildings. 
Included are rats, falling plaster or dangerously loose plaster, defective plumbing, 
sewage in cellar, defective fire escapes, and, generally, illegal conversions, illegal 
cellar occupancies, defective refrigerators, illegal alterations, inadequate gas 

ure, illegal single room occupancies, doors not self-closing—all are important 
to the department of buildings in terms of health and life safety. Whatever 
incidental or indirect bearing some of these factors might have in relationship 
to some fires these factors do not represent basic fire property damage exposures 
to the physical fire safety of the structure and its contents. The standards of 
this rating organization for protection of hazards, installation of fire appliances 
and equipment, and construction of buildings are related to recommendations 
by the National Fire Protection Association. These standards are developed 
hy standing committees of the NFPA, with representation from all segments 
of the association—municipal, State and Federal Governments including fre 
and building departments, trade associations, commerce and industry, insurance, 
qnd the general public. Going beyond the divergent objectives. and inherent 
incompatibility of these two sets of standards there is still a major difficulty. 
The leading cause of fire in the United States is careless use of matches and 
moking and is common to residential occupancies. Another leading cause of 
fre is misuse of electrical apparatus, a typical fire cause in dwelling property. 
fires in cooking and heating appliances due to misuse are also common to 
rsidental occupancies. The first two of the above leading causes of fire are 
responsible for approximately 46 percent of the fires in the United States (as 
reported by NBFU for period, Jan. 1, 1953 to Dec. 31, 1956). All of these three 
are typical fire causes in residential property, yet not considered violations by 
the department of buildings. Each of these factors is based upon human care- 
jessness and how does anyone propose to evaluate factors for such in a fire 
rating schedule? 

From the first paragraph of the report the committee understood the authors 
intended their plan to supply to some extent the necessary inducement and 
incentive to secure voluntary cooperation from landlords. Reference is sub- 
sequently made to the possible savings in premiums that may ultimately offset 
the cost of removing violations. The final recommendations, however, make 
erystal clear the extent of the coercion to be applied to get results. The proposed 
informative schedule is to be “permanently posted in a conspicuous place in 
gery commercial building and every dwelling of more than two families.” 
“In this way tenants would know * * * and could exert pressure on the owner 
toremove * * * ” the violations. The same as to the mortgagee, ‘‘this device 
will enlist the mortgagee’s interest * * *”’. Last, a study is suggested as to 
the possibility of an amendment to the insurance law voiding fire insurance 
policies where a court conviction has resulted from a failure to remove violations. 
We do not believe it would be constructive to elaborate on all the problems the 
committee has been inclined to speculate about, but we must conclude that the 
proposed kind of insurance is to be made in some way and to some extent 
compulsory. 

NYFIRO is mindful of the fact that this is not a sole rating organization 
mder the basic law of this State. There are other rating organizations pres- 
eitly interested in this problem to say nothing of substantial independent 
dwelling rate filers using substantially similar dwelling class rates. Possibly, 
the concept of the authors is that laws will be changed to make a single pattern 
for the rating of dwellings mandatory for every insurance company. Further- 
more, there can be little question but what a lower percentage of “slum” proper- 
ties are insured to value than is the case in any other significant general type 
of building. Only too often the building and contents values in such cases are 
low compared with the value of the real estate. It seems unreasonable to 
suppose high cost insurance will do other than deprive many of these people 
ofthe insurance they now have. Possibly, the thought in the use of the proposed 
type of insurance is to be obligatory on all insurers even if the concept is voltin- 
tary as to the property owners. The committee is utterly at a loss to ‘conceive 
of the sale of insurance in anything like the present pattern and procedures 
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with the pressures that are visited on the landlord relayed to a rating Organiza 
tion and it is assumed that this must include in addition all of the competi; : 
problems naturally arising from the landlord’s confidential (section 181-5 New 
York insurance law) information appearing on his schedule being made oui 
information for all producers. The enforcement of the regulations of the 
department of buildings is certainly important to the welfare of the people of 
the city of New York; however, that is a responsibility of officials of the City of 
New York, and should not be delegated or abrogated, any more than for 9 
essential municipal services. In any event, the rating organization is at 9 logs 
to know what kind of statutory protection would be a minimum for its responsible 
protection if it were to attempt to carry out this quasi-official duty concerning 
this intricate and difficult law enforcement problem. 

These were the viewpoints of the subcommittee on rates, rules, and forms a, 
transmitted to the superintendent of insurance. 
Very truly yours, 



























K. O. Surrz, 
State or ILurnots, 
DEPARTMENT OF INSURANCE, 
Springfield, October 15, 1959. 





Mr. DonaLtp P. McHueu, 
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Counsel, Subcommittee on Antitrust and Monopoly, = 
Committee on the Judiciary, . 
U.S. Senate, Washington, D.C. — “ 
Deak Mr. McHvucu: A trade publication carried information to the effec | ----- 
that the insurance department’s examination of the Western Actuarial Bureay 1953.-.----- 
of June 1958 was the first such examination by the Illinois department. - 
I am confident that you have information which indicates that on November 9 1066...----- 
1951, F. Vernon Rosenthal, examiner in charge for the State of Illinois, filed Mi...---- 
a report of examination of the Western Actuarial Bureau as of December Tota 
1950. J. Edward Day was director of insurance of the State of Illinois at that 
time. Furthermore, zones 2, 3, and 5 participated in this examination. 
Yours very truly, 
Joserx S. GrRser, — 
Director of Insurance. oon 
 — 
New York, N.Y. August $1, 1959. Wil....--- 
SUBCOMMITTEE ON ANTITRUST AND MONOPOLY, yan 
Senate Judiciary Committee, 1934...---- 
Senate Office Building, . 
Washington, D.C. a, 
GENTLEMEN: At the last public hearing, A. J. Aronson, secretary to the New Tots 


York City Department of Marine and Aviation attacked the grading and rating 
methods of the National Broard of Fire Underwriters and the New York Fire 
Insurance Rating Organization, as approved by the New York State Insurance 
Department. He mentioned as a “vital fact of life * * *. Each year the 
national statistics on deaths caused by fire are rising all out of proportion to 
our national growth.” The secretary has woefully misread his figures. Abun- 
dant opposite evidence is easy to find. 

In sharp contrast, vital statistics of the United States are strongly encout- 
aging and portend a bright outlook for the fire death rate. 
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The fire bureaus and State insurance commissioners deserve commendation for 

the high levels-of fire safety achieved under the impact of incentive underwriting. 
Yours truly, 

R. J. KorNnstein. 
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18 large National Board of Fire Underwriters companies 
HOME INSURANCE CO, OF NEW YORK 
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Direct Net direct | Net pre- Under- Net in- Other in- 

Calendar year written written miums writing vestment | vestment 

premium | premium earned profit income gains or 

} and loss losses 
slants } 

$132, 205 $134, 748 $132, 336 $8, 242 $7, 474 $4, 923 
161, 792 160, 749 156, 349 20, 542 9, 193 12, 233 
169, 719 162, 939 155, 246 5, 952 10, 779 19, 415 
191, 040 179, 686 169, 753 2, 868 10, 072 15, 790 
193, 551 183, 269 175, 786 6, 150 10, 278 7, 820 
200, 550 188, 280 182, 737 3, 258 11, 209 —8, 314 
198, 492 186, 058 187, 252 —10, 757 11, 313 59, 015 
207, 548 193, 018 187, 576 | —73 11, 930 31, 507 
222, 531 197, 819 191, 380 | —14, 746 12, 590 5, 060 
207, 929 189, 496 188, 880 —8, 876 13, 180 —33, 437 
1, 885,357 | 1,776,062 | 1,727, 295 12, 560 108, 018 104, 166 








GREAT AMERICAN INSURANCE CoO. 































1MB...------------------------ $42, 431 $37, 214 $1, 067 
SS 34, 608 44, 163 40, 239 3, 418 2, 900 6, 167 
i 35, 619 48, 199 42, 395 1, 016 3, 695 7, 5A7 
Ti dcccsdanntonene-------- 39, 810 53, 016 48, 624 —159 3, 868 7, 335 
TE cgutdenstasercea-nanee 40, 676 55, 647 53, 055 2, 335 4.117 4, 630 
40, 857 68, 994 58, 755 1, 650 4, 612 —1, 646 
i iichapcabocccn-ronas 49, 124 67, 877 69, 294 508 6, 340 36, 628 
1985...------------------------ 50, 191 69, 243 69, 433 325 6, 942 19, 400 
hidishimeocncoscccnaons 58, 085 75, 313 72, 635 —3, 419 7, 737 4, 620 
— TTT 65, 156 80, 041 79, 313 —5, 074 7, 550 —22, 368 
Total.....-------------- 448, 798 604, 924 570, 957 | 1, 667 | 50, 376 61, 475 
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CONTINENTAL INSURANCE CO. OF NEW YORK 



































$63, 621 $53, 197 $2, 079 $6 
72, 670 66, 325 62, 766 10, 551 7, 200 17, 826 
66, 888 62, 564 62, 062 4, 244 8, 380 26, 594 
73, 566 67, 802 63, 934 3, 606 8, 547 16, 186 
81, 038 66, 209 64, 358 4, 701 8, 773 16, 023 
83, 069 70, 512 65, 686 1, 978 8, 957 —8, 777 
80, 827 66, 775 65, 574 264 9, 223 72, 574 
80, 194 66, 116 64, 062 2, 231 9, 513 47, 546 
84, 746 64, 003 62, 446 —2, 846 11, 660 22, 876 
89, 055 72, 429 64, 468 —7, 206 12, 534 — 104, 908 
780, 7: 666, 356 628, 553 19, 602 91, 228 106, 618 





HARTFORD FIRE INSURANCE CO. 


















$90, 102 $115, 437 $100, 744 $8, 455 $5, 277 

93, 682 122, 119 113, 086 17,718 6, 470 17, 406 

97,014 126, 831 116, 550 7, 302 7, 253 9, 904 
107, 018 139, 311 128, 445 10, 000 6, 862 2, 902 
110, 168 146, 189 140, 240 13, 519 7, 637 9, 448 
111, 383 149, 434 146, 239 11, 272 9, 393 3, 855 
108, 852 145, 089 147, 240 6, 484 11, 128 49, 482 
114, 402 148, 025 147, 276 8, 612 11, 559 52, 797 
115, 820 150, 096 148, 334 —1, 564 12, 377 2, 627 
125, 213 158, 543 155, 802 —3, 939 12, 619 —16, 822 











1,073,654 | 1,401,074 | 1,343, 956 77, 859 90, 575 
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13 large National Board of Fire Underwriters companies—Continued 
AETNA INSURANCE CO. 









Net pre- 


miums 
earned 





Under- Net in- ; 
writing vestment | vestment 


and loss 


profit income gains of 










i a deo es $54,412 | $55,276 | $50, 983 $1, 769 ‘ 
ee ee 54, 753 56, 651 54, 010 8, 199 2) 561 i. 
ee ee 58, 414 59, 541 54, 860 2, 448 2’ 872 in 
ae. ee 67, 419 67, 726 60, 317 —237 3,005 im 
TNS Ce a 71,014 88, 930 80,971 —1, 768 3,401 im 
aul eek 75, 208 87, 836 84, 861 348 3, 068 im 
ee ee at 79, 095 90, 949 89; 836 —349 3, 380 im 
ee ea | gg; 004 95, 934 93, 927 351 3,717 im 
ee. cee. aes 116,923 | 102,911 98, 951 —5, 470 3, 865 ‘s 
Se Ae [a insane 142, 763 103, 247 102, 262 —6, 154 3, 866 -2 om) 
Lael NG 809,095 | 809,001 | 770,978 —863| 32,315] gy 





Dpetinigttonnhdididenagaser $122, 392 













DEA t hein ea sna teus iuapts 138, 294 
Se ebecan tek acdsee inhi ged 155, 371 
MR cin gienre torre cag Bircceeg es 183, 594 
RS ethic oe ate rd clad tpinigers 207, 313 
_ ES a ee ee 242, 294 
SE ig cscick cated asia ianne xia sosnatinco cians 254, 322 
Magness tone cenka cent. ao 261, 301 
Rs ticles Stars tpecpiceip sete hebakeupeae! 279, 462 
Pe dann biccthe sith lpne siesta ni. 315, 293 


Shsnganddcesnyb aces 2, 159, 636 









$79, 119 
80, 443 
79, 254 
90, 998 
97, 561 
98, 808 

102, 641 
107, 371 
113, 428 
120, 171 


sme keri scl ecaanar 969, 794 



















$99, 484 
111, 411 
125, 800 
145, 897 
160, 241 
191, 641 
201,018 
205, 520 
219, 673 
243, 083 





1, 703, 768 


$68, 134 
71, 507 
75, 463 
84, 506 
92, 579 
94, 554 
97, 580 

102, 619 

109, 772 

121, 251 


918, 025 





TRAVELERS INDEMNITY CoO. 


$91, 977 
104, 003 
114, 502 
129, 684 
149, 970 
177, 092 
189, 209 
195, 027 
202, 687 
217, 675 


1, 571, 826 


ST. PAUL FIRE & MARINE 


$61, 374 
67, 760 
70, 821 
78, 892 
87, 470 
94, 204 
93, 995 
99, 793 

104, 646 

115, 361 


874, 316 


PHOENIX INSURANCE CO. OF CONNECTICUT 


12, 945 2, 182 1,915 
11, 108 2, 587 "68 
4, 850 3, 106 6% 
11, 772 3, 750 Tl 
17,740 4, 468 -% 
20, 781 5, 240 2, 368 
20, 787 6, 182 1,000 
3, 393 6, 735 57 
—1,618 7, 428 -7 





















$5, 140 





106, 898 














$3, 954 $3, 833 ~$884 
6, 204 4, 396 5,32 
3, 846 4, 869 3,313 
325 5, 216 1, 24 

3, 194 5, 676 4659 
7,943 5, 644 1,041 
4, 406 6, 204 11, 688 
4, 197 6, 688 6, 508 
208 7,014 2,905 
—4, 945 7,414 1,85 
29, 332 56, 954 34, 339 















bie, eee ete 2 Ae $25, 755 $28, 308 $24, 142 $382 $691 
SRR: SP POONER Le 26, 297 29; 951 27, 580 3, 278 2, 687 7,804 
RRR NE or Seemann 3 27, 333 31, 601 28, 579 418 2, 975 6,28 
Oe cena Ce Mcece akc 31, 257 36, 224 32, 141 —1,015 3, 166 5, 280 
1952... __- be dcte i chascecahakh 33, 721 41, 591 37, 289 638 3, 270 4,905 
RR ES IK RE Gian 37,096 43,511 41, 455 —625 3, 676 10 
Mr... cetatl nk 36, 840 43, 035 43, 108 —2, 133 3, 841 20, 681 
hrc nsehotitisdbaceanhcns 40, 411 44, 331 44, 396 —1, 161 4, 009 13,112 
RR i 5 a 43, 133 47,014 45, 662 —3, 889 4, 376 2, 982 
1967....__- ht aR 55, 816 54,090 50, 235 —6, 424 4,540} 21,074 
Webel. 1.858. i 357,659 | 399, 656 374,587 | —10,531 34, 906 49,207 
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13 large National Board of Fire Underwriters companies—Continued 
SPRINGFIELD FIRE & MARINE 


















































| Direct Net direct Net pre- Under- Net in- Other in- 
Calendar year | written written | miums writing vestment | vestment 
premium | premium earned profit income gains or 
and loss losses 
ee ica sl cctnaheipepinnidptcitnideh bictlnciaiaeieaniaag 
ae $29, 005 $34, 819 | $31, 150 $537 $1, 555 $759 
ee an 29, 546 34, 440 33, 062 3, 849 1, 724 2, 122 
9e...----- 29, 986 35, 609 32, 857 2, 161 1, 983 2, 593 
1980... 35, 691 42, 591 37, 799 —172 2, 034 2, 407 
Wil... 36, 083 42, 464 40, 853 1, 969 2) 206 1, 143 
1982.- 35, 916 44, 029 43, 732 929 2) 304 —293 
= lidicmessceewensul 34, 272 41, 500 43, 398 | 764 2, 436 9, 357 
1955... A cucceakee 35, 679 43, 047 43, 336 —740 2, 449 5, 883 
1958... EE Bcc ccsahteudon | 38, 443 45, 105 44, 816 —4, 109 2, 288 1, 831 
1057...-- ED ss seadiheboons 43, 124 48, 239 47, 359 —4, 438 | 2, 342 —2, 469 
aaa et as - iat aaa eis 
BE BY, Bb nannnaecnee | 347,745 |. 411,843 | 398,714 750 21, 321 21, 815 
| | 
————  ————— —— —  ——— 
FIDELITY-PHENIX FIRE INSURANCE CO. 
WD cepeneooen--2-e--02---- $34, 329 | $51, 702 | $43, 955 $1, 688 $5, 134 $427 
DE citienesrccena<oas-on 33,177 } 53, 639 51, 706 7, 859 5, 734 18, 419 
I iricsaaesnee-nsenns 32, 907 52, 557 51, 553 2, 824 6, 743 25, 815 
TI iciesae a ee inal 35, 960 55,431 | 52, 847 2, 892 6, 872 19, 803 
hon 37, 524 52, 615 52, 413 4, 933 7, 021 15, 051 
1953... ae 41, 554 | 55, 538 52, 478 2, 217 7,170 —7, 099 
4._-.------ 42, 412 51,010 51, 257 | 161 7,312 70, 877 
RIAD. 04--i-4-~6- a 40, 992 | 51, 405 49, 808 1, 661 7,814 46, 165 
Sh,...-2+------- as 45, 470 | 50, 853 48,578 | —3,77% 9, 912 26, O85 
aE 48, 788 | 57, 742 51, 548 —6, 295 10, 811 —38, 895 
Ee. ccceme Jeude 393, 113 532, 492 506, 143 | 14, 167 74, 523 176, 648 
Te ciccreremgnenmee ‘ aeeetia 
NATIONAL FIRE INSURANCE CO, OF HARTFORD 
ee eee $38, 354 $37, 818 $35, 77 $1, 963 $1, 629 $412 
a nck cee 38, 646 39, 394 37, 511 4, 674 1, 748 4, 189 
2: A lS 42, 091 43, 072 39, 191 1,179 2, 030 1, 847 
Ent ans snannepee 46, 555 48, 012 44, 517 —5 2, 225 2, 852 
SS 53, 580 55, 770 51, 067 —263 2, 333 3, 418 
MEE eee 58, 497 61, 563 59, 045 449 2, 554 —1, 024 
a inievireoertoarsocseel 61, 067 -| 63, 516 64, 120 —365 2,718 8, 808 
re ticine anit ams - 67, 724 | 68, 814 66, 219 —1, 726 3, 006 4, 082 
 annnnnn 74, 823 | 67, 164 67,622 | —9, 656 3, 132 1, 745 
Se 55, 221 49, 358 59, 402 —1, 692 3, 151 —1, 690 
TE cis ccocdeae owas 536, 558 534, 481 524, 472 —5, 442 24, 526 23, 815 














U.S. FIRE INSURANCE CoO. 
























| 

oie || «6k «eine $24, 281 $622 $1, 816 $132 
oe 33,444 | 29, 598 26, 930 3, 657 1) 927 1, 090 
oe 35, 361 30, 485 27, 519 1, 637 2,174 2, 845 
ee 42, 777 36, 679 34, 260 2; 280 2, 800 2, 651 
cle 42, 413 36, 859 36, 585 3, 113 2, 889 2, 083 
(9 a RN I, 45, 239 39, 366 38, 921 2, 485 3, 047 —-1,311 
Se erranecreecsens 46, 813 41, 197 40, 466 465 3, 276 10, 993 
1955... 53, 887 45, 041 43, 971 —204 3, 492 5,7 

1956... 58, 322 49, 872 48, 412 —2, 022 3, 709 1, 749 
1057... 60, 973 51, 549 51, 056 —2, 295 3, 874 —5, 358 








ER wnvcnsneaseced 451, 667 389, 652 372, 401 9, 718 29, 004 20, 304 





4428 THE INSURANCE INDUSTRY 


18 large National Board of Fire Underwriters companies—Continueg 
NIAGARA FIRE INSURANCE CO. 


Oe 








Direct Net direct | Net pre- Under- Net in- Other in. 

Calender year written written miums writing | vestment | vestmen; 

premium | premium earned profit income gains = 

and loss losses 

ised nepal Icaiaisreaeascelige align aaa acne 
Posada chance $37, 881 $37, 830 $37, 810 $2, 810 $3, 426 $1 
SE rennet idebnennnnsditide 36, 103 35, 411 34, 498 5,7 3, 782 5,201 
RR aa 35, 424 33, 959 33, 336 4,314 4, 414 8 82) 
_ SERS et See ne 38, 850 36, 915 33, 775 1,817 4, 446 8, 658 
Se ce tc ocnn ann pieth oe 41,728 37, 398 35, 431 1, 374 4, 514 537 
SU sins odatiiadassenectsniie' 47, 448 40, 907 36, 470 114 4, 588 ~4 3% 
ia inoaebikatsaccewbckena a 45, 626 38, 184 36, 513 901 4, 904 279% 
veep os ebicns nn en sei 43, 817 35, 973 35, 695 —146 5, 780 18 057 
SNES ses. 5atees Sa ncn.<soee 41,755 34, 868 33, 630 —2, 383 6, 389 8813 
ac bindosaseapacet 41, 434 57, 954 43, 279 —10, 075 6, 462 —12, 57 
be ititcccaiebssan. 410,066 | 389,309 | 355, 437 4,525) 48,705| ean 


10 large independent companies 
[All amounts, thousands omitted] 
ALLSTATE INSURANCE CO. 


TS Nn—navw—w—nW—nmrmmmmumoumououuNN 


Direct Net direct | Net pre- Under- Net in- 0 

















Calendar year written written miums writing vestment vee 
premium | premium earned profit income gains or 
and loss losses 
Rh sinned Rin diaindc maniaebite $31, 710 $31, 694 $25, 676 $3, 138 $509 $387 
abana discivapsitecictriocnimcaciieisaores 45, 228 40, 906 39, 593 8,175 826 1,435 
en 66, 387 58, 477 49, 643 7, 637 1, 409 2,283 
I iirc: aitninencecniasiptntesnipicstnigtathieiiiie 84, 048 75, 036 67, 569 2, 946 1, 803 1,983 
ss dams bocach cgi donitsiencuaamekaeatelesiialan 117, 491 103, 154 89, 236 12, 050 2, 469 2,870 
eae eae 173, 901 156, 221 132, 359 9, 646 3, 618 655, 
SE i sicinas Sidhe cides acct iceincates 209, 473 189, 954 173, 471 20, 944 5, 089 12, 205 
SD <inncteptodassceukiethene 252, 126 229, 545 211, 742 17, 823 6, 996 7, 439 
cn schindkcnieics ateisabeahtbtniks 283, 013 259, 174 243, 120 —1,979 9, 300 1,874 
Ss hi od ane ads cian aneme ses 313, 529 287, 201 274, 936 —1, 142 11,012 —5, 895 
NR oneness 1, 576,908 | 1,431,362 | 1,307,345 79, 238 43, 031 25,38 
NATIONWIDE MUTUAL INSURANCE CO. 
$35, 079 $35, 004 $32, 807 $2, 032 $662 43 
44,314 44,177 41, 957 2, 163 820 78 
58, 973 58, 732 55, 511 3,035 950 87 
70, 944 70, 616 68, 779 1, 537 1,401 -61 
91, 180 91, 032 84, 619 1,613 1, 851 ~601 
118, 151 117, 883 111, 685 3, 794 2, 466 215 
124, 969 124, 826 122, 921 5, 193 3, 119 2,250 
126, 508 124, 111 124, 781 —3, 149 3, 649 4,91 
127, 454 121, 551 121, 836 1, 905 3, 674 3, 002 
135, 055 129, 002 126, 434 3, 193 3, 855 —2, 521 
932, 627 917, 024 891, 330 21, 316 22, 447 8,823 
FARMERS INSURANCE EXCHANGE 
Se ee ee $37, 934 $38, 153 $4, 878 $304 43 
a 45, 495 45, 558 4, 738 467 —& 
at teciac ad cancun eacmn nae 54, 003 54, 065 3, 353 615 176 
Ri icici acess tulle incnak to ceisbiemnielseaiaaeieaiis 61, 228 61, 346 — 4 824 0 
Re Meidissctnbecdbimes tictcteenindataaentitaninies 75, 174 75, 384 1, 083 1,012 408 
Oo cae cede apn 85, 057 85, 360 6, 356 1, 227 ~1% 
css sis casa esate 85, 255 85, 179 7, 591 1, 664 3, 598 
crip iiriiconsndamcconnes 86, 629 86, 553 1, 479 2, 032 2, 464 
RS 87,770 87, 692 —3, 590 2, 229 972 
__ PNT 96, 974 96, 885 —6, 780 2, 298 —2, 301 
a iicmincccucacets 715, 969 716, 175 19, 014 12, 672 5,356 














| 


SER 


eee | 


S2seeugge 


Sie] 


BS2Re 


| $) 8388 


| 81 SSSSkSeeea5 | 


ma Ft | 
388 


| SISSRR2E5 
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10 large independent companies—Continued 
STATE FARM MUTUAL AUTOMOBILE 


Direct Net direct | Net pre- Under- Net in- Other in- 


Calendar year written written miums writing vestment | vestment 
premium | premium earned profit income gains or 
and loss losses 

$79, 752 $80, 271 $78, 940 $16, 956 $1, 579 $141 
84, 953 86, 903 85, 038 17, 379 2, 452 389 

95, 611 97, 994 95, 511 15, 194 3, 050 1,682 
115, 119 119, 117 110, 752 5, 901 3, 902 1, 407 
136, 740 141, 331 134, 824 —385 4, 574 1, 744 
185, 022 191, 247 177, 984 9, 602 5, 479 962 
207, 258 214, 377 206, 078 25, 553 6, 462 2, 658 
235, 880 241, 902 231, 375 14, 846 7, 803 1,510 
279, 487 287, 251 270, 838 —10, 091 9, 066 —1, 424 
334, 542 341, 392 326, 134 999 11, 040 —496 
1,754,364 | 1,801,785 | 1,717,474 95, 954 55, 407 8, 573 


GOVERNMENT EMPLOYEES INSURANCE Co. 
_ 


SE innabenceaesansaan eeu $5, 982 $5, 905 $4, 903 $1, 366 $90 —$44 
rer er ee 6, 768 6, 615 6, 212 1, 862 160 119 
CL 8, 274 8,017 7, 337 1, 566 233 140 
etl ncanenclocare 10, 070 10, 040 8, 931 1, 370 312 121 
Te ionaiccenee 15, 320 15, 184 12, 623 1, 976 409 262 
GS Zo ieeasw samen weet 20, 991 20, 959 18,080 3, 404 533 —108 
Se citbrein an neeseceqnass 22, 504 22, 298 21, 634 6, 509 778 585 
Tl ata cevsencemains 25, 960 25, 785 24, 238 5, 937 892 400 
Ss disernsienancstanalsic 28, 582 28, 373 26, 497 3, 439 995 —441 
Tn caccahanies 36, 494 36, 246 31, 800 1,818 1,321 94 

ee 180, 945 179, 422 162, 255 29, 327 5, 723 1, 133 


INSURANCE CO. OF NORTH AMERICA 








$75, 468 $91, 944 $78, 217 $4, 534 $7, 748 $1, 173 
80, 624 95, 344 85, 928 12, 026 9, 562 23, 925 
91, 861 117, 156 96, 902 2, 894 11, 615 33, 402 

102, 396 128, 025 115, 084 3, 055 12, 502 33, 779 

108, 139 135, 945 126, 012 10, 551 13, 174 21, 788 

111, 602 132, 159 128, 287 9, 198 14, 624 —10, 216 

115, 861 136, 238 131, 374 1, 228 15, 665 95, 205 

122, 112 148, 629 137, 111 430 16, 807 64, 819 

127, 300 159, 157 145, 664 —2, 701 19, 888 19, 259 

140, 389 180, 226 160, 363 —7, 617 19, 833 —46;078 

1,075, 752 | 1,324,823 | 1,204, 942 33, 598 141, 418 237, 056 





INDEMNITY CoO. OF NORTH AMERICA 





Bl iaiscncncwsesccensccnessne= $43, 705 $42, 913 $41, 908 $1, 229 $2, 653 —$652 
Pikisninerdnssccccnaemawe 45, 098 44, 301 43, 233 2, 992 2, 967 3, 957 
Sdetindntadinscccncsescas 49, 891 49, 232 46, 674 1, 104 3, 649 6, 435 
Riaiscdeenesc= dc jeowensse 59, 892 58, 329 54, 569 —77 4,013 6, 652 
Ee 78, 318 73, 936 66, 667 —732 4, 389 4, 736 
ici bccancncscncnesada 95, 146 89, 564 81, 353 1, 586 5, 024 —2, 575 
SE abitibSicccsacccncseces 104, 133 96, 926 92, 866 4, 890 5, 989 20, 242 
Siti annncnnwadmseresn 110, 203 102, 694 99, 747 4, 012 6, 803 11, 309 
PE eiicthadiveniacascosdan 119, 752 112, 559 107, 188 2, 412 7, 620 3, 004 
Besse pbasanncccunadae 134, 279 125, 723 118, 346 —2, 922 8, 396 —8, 730 

Pe plakdncncnanedeee 840, 417 796, 177 752, 551 13, 800 51, 503 44, 378 
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10 large independent companies—Continued 


CONTINENTAL CASUALTY CO. 



































































































































Direct Net direct | Net pre- Under- Net in- Other j 
Calendar year written written miums writing | vestment vestment 
premium | premium earned profit income gains o 
and loss | losses 
ie a — e ——— 
MOM ooc8cc5 5 AA. 75, 203 77, 668 $72, 955 $5, 444 $2, O59 $41 
Ok PRR Bs os 88, 387 90, 072 83, 485 4,171 2' 400) le 
Saki cnas be le acendcse Been 99, 407 99, 471 95, 484 2, 603 2, 933 3 78 
Rha ccc eS 117, 025 115, 717 111, 828 1, 067 3, 497 3951 
«RE 8 ee 119, 206 115, 314 114, 689 4, 414 3, 898 2 Bmp 
Bincccncn sb the 235uNkk 136, 083 140, 451 134, 630 7, 731 4. 598 TO 
1954__ ie 3 154, 249 161, 304 154, 562 11, 236 5, 353 16,.2%4 
1955- ‘co 182, 258 194, 197 183, 203 10, 586 6, 230 11, 367 
A Loe... =p atddh.-.-- ai 196, 460 211, 440 202, 109 7, 115 7,140 12539 
~ STE 217,148 | 238,902 | 232,677 | —2, 024 8,828} 9 575 
Total........ 1, 385,426 | 1,444,536 | 1,885, 622 52, 343 46,936 | 45m 
hncereesstemsttntlissaltin 
GENERAL ACCIDENT 
et ie $36,901 | $39,797 | — $37,7 5 | $1, 067 $1, 775 ~ $709 
ee Pek 37, 892 | 41, 333 40, 0% 96 | 3, 638 | 1. 920 | 1 
Pe mnie 39, 954 | 40, 547 39, 095 | 1, 591 2, 152 1535 
TE camino 48, 089 45, 293 | 42, 798 —1, 033 2, 330 1, 559 
ce ae 57, 647 | 53, 193 | 49, 166 | 333 | 2, 512 1 544 
1953_. coe 67, 708 | 61, 450 57, 551. | 4, 036 | 2, 734 | 657 
a ee ee be 69, 489 | 63, 101 62, 050 4, 907 | 3, 152 | 1188 
1955_.... ak<-aceseas seme 70, 538 | 64, 156 63, 058 | 5,018 | 3, 435 6,308 
1956 = 75, 883 | 65, 430 63, 238 | —141 3, 552 1,155 
eS eee at Soa 85, 361 66, 777 65, 082 —743 3, 702 ~2 
a - ee Be " i BN. hes es rj 2, 058 
WRG cenig -as<sdceees 589,462 | 541, 077 | 519, 929 | 18,673} 27,2641 ana 
| 
' | 
GENERAL INSURANCE CO. OF AMERICA 
sr a ~ + | - | A 
1948_ ee TE 2 $42, 934 $43, 442 $37, 240 $3,011 | $1, 623 | $130 
ns. ...... nce 46,117 | 46, 301 44, 034 6, 935 | 1, 975 | 217 
SS a ots 52, 394 52, 141 47, 236 4, 305 2, 367 3,008 
Pet cnncupockdoh.. 60, 976 | 60, 803 54, 913 4,108 2, 459 9, 897 
Ses... 50) 69, 113 | 69, 979 63, 134 4, 383 2, 666 2 445 
els. cot 4 77, 331 | 78, 395 73, 199 | 8, 937 | 2,981 | —388 
Wi.) BL. 79, 045 76, 484 76, 170 13, 174 | 3, 423 11, 490 
ee Tea. 83, 990 83, 173 79, 274 § 3, 822 6, 586 
eee. a fh 90, 635 | 88, 691 84, 597 —935 4, 103 ~1, 683 
Pr aL et A 4, 873 | 91, 880 90, 409 2, 329 | 4, 338 —5, 006 
ID arn 8m 697, 408 | 691, 289 650, 206 55, 188 29, 757 21, 593 
Work sheet merged carriers 
TRAVELERS INDEMNITY AND TRAVELERS FIRE 
Tea Direct Net direct | Net pre- Under- Net in- Other in- 
Calendar year written | written miums writing vestment | vestment 
premium | premium earned profit income gains or 
and loss losses 
WAS <2 oh es eh $72, 371 $65, 987 $59, 907 $2, 879 | $1, 257 | $2, 634 
50, 021 33, 497 32, 070 2, 261 832 —136 
Potal. on3.42...-...es 122, 392 99, 484 91, 977 5, 140 2, 089 | 2, 498 
WAR sar casas ca cosesewteeteceee “Bi, 343 | 73,550 / 69,555} «8, 413 | 1, 387 | 1, 736 
56, 951 37, 861 34, 448 4, 532 795 179 
NS asec 138, 294 | 111, 411 104, 003 12, 945 2,182 | 1, 915 
RE ee eee 93,380 | 83, 614 77, 123 | 8, 097 | 1, 647 327 
61, 991 42, 186 37, 379 3, O11 940 | 341 
NN Aro 155, 371 | 1285, 800, 114, 502 | 11, 108 2, 587 | 668 
| a — —=$ | —} 
eh aoe ol | 112, 637 98, 923 88, 054 2, 254 1, 981 | = 
| 70, 957 46, 974 41, 630 | 2, 596 1, 125 | 
— — Te 
snd nisscacesn asia | 183, 594 145, 897 129, 684 4, 850 | 3, 106 626 
1 
a ee 


Tota 


140...---- 


Tots 


Tots 





Tot 


Tot 


Tot 
169... _. 


Tot 
1990...... 


Tot 
Wi: .:. 


Tol 








12 
6 
67 
51 
N62 
m4 


530 
575 


74 


760 
R38 


te 
Ue 


44 
657 


130 


, 915 


|e] £8] 


ee 
oS 


| alse 


' 
| 
' 
' 


Calendar year 


1950....------------- 


Total. .-.-. 
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Work sheet merged carriers—Continued 


NIAGARA FIRE AND AMERICAN EAGLE 





Direct 
written 
| premium | 





$26, 046 
16, SSS 


bboe 43, 934 


28, 006 


18,111 | 


46, 117 


20, 384 
52, 394 
37, 048 
23, 908 


40, 155 
28, 958 


69, 113 


32,010 | 


60, 976 | 


| 
| 


| 
| 
| 
| 
| 


Net direct 


written 
premium 


$21, 670 
16, 160 


37, 830 


20, 491 
14, 920 


$27, 198 
if, 244 
43, 442 


2S, 856 


445 
, 301 


735 
406 


141 


37, 846 


22, 957 | 


60, 803 


42,071 | 
9OS | 


27, 


Net pre- 


miums 
earned 


$18, 511 
14, 299 


32, 810 | 


19, 696 
14. 802 


34, 498 


19, 073 | 


14, 263 
33, 336 


19, 045 
14, 730 


990 97r 


00, 449 


Under- 
writing 
profit 
and loss 


$1, 170 
1, 640 


2, 810 


3, 130 | 
2, 669 


5, 799 


GENERAL INSURANCE OF AMERICA AND GENERAL COMPANIES 


4431 


Net in- | Other in- 

vestment vestment 

income gains or 
losses 


$1, 876 | 


—$349 


1, 550 | —263 
3, 426 | —612 
2, 088 3, 095 
1, 694 2, 196 
3, 782 5, 291 
2, 492 4, 997 
1, 922 3, 823 
$, 414 8, 820 
2, 557 4, 532 
1, 889 4, 126 
4 446 8, 458 


OF AMERICA 





37, 240 


27, 054 


1fi, 980 


44, 034 


29, 361 


17, 875 | 


33, 882 
21, 031 


+ 38, 126 





25, 008 | 


69,979} 63, 134 


54, 913 


47, 236 | 


$2, 176 
835 


3, 011 


5, 184 
1, 751 
6, 935 
4, 864 


— 559 


4,383 | 2,666 | 
| 


$1, 210 $323 
413 —193 
1, 623 | 


130 


1,517 1, 835 
458 339 
1, 975 2, 174 
1, 748 2, 527 
619 481 
2, 367 3, 0O8 


1, 761 2, 610 
698 287 
2, 459 | 2, 897 


1, 839 | 2, 022 
827 423 


2, 445 





8ST. PAUL FIRE & MARINE AND ST. PAUL MERCURY INSURANCE 


Total. 
M9... 


Total. 
_ - aaa 


Total. 
51... 


Total... 





$51, 208 


27,911 | 


w 


1) oe) 
“ 


53, 526 


| 37, 


90, 99S 


472 | 


$38, 327 
23, 047 


70, 82 


46, 912 
31, 980 


78, 892 





2, 736 
1,218 


, 954 


, 558 
046 


», 204 


022 
824 


846 


< 23 
998 





$2, 806 | —$50 
1, 027 —534 
3, 833 —584 
3, 182 4,770 
1,214 602 
4, 396 5, 372 
3,5 


4, 869 3, 313 
3, 730 1, 155 
1, 486 79 
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Work sheet merged carriers—Continued 
NATIONAL FIRE OF HARTFORD, AND MECHANICS & TRADERS 
Direct Net direct | Net pre- Under- Net in- 


Calendar year written written miums writing vestment Other in 


premium | premium earned profit income — 
losses 


$33, 304 
2,474 
35, 778 


34, 926 
2, 585 


37, 511 


36, 473 
2, 718 


43, 072 39, 191 











U.S. FIRE AND SOUTHERN FIRE 


$26, 479 $22, 896 $609 $1, 717 
1,878 1, 627 1, 385 13 99 


32, 438 28, 106 | 24, 281 5 1,816 ~122 


31,214| 27,871 25, 384 1, 826 LBl 
2, 230 1, 727 | 1, 546 1 101 "® 


—_—_—_-—— | _ —_-——- Kr 
ibn te 33, 444 29,598} 26,930 , 1, 927 Low 


BR incnesdstictnaxcanitasces® ». Oa 25, 900 , 573 2,056| 2.7m 





27, 519 2, 174 2, 645 


32, 261 2 2,673| 2am 
1” 


2, 651 


NATIONAL ASSOCIATION OF INDEPENDENT INSURERS 


Net direct written premium—member and subscriber companies 


Homeowners’ Fire and allied Homeowners’ | Fire and allied 
es 


$64, 391, 797 $16, 018, 533 $240, 224, 418 

83, 078, 254 23, 366, 209 207, 097, 216 

108, 203, 921 40, 265, 680 238, 025, 142 

$110, 112 122, 078, 054 a 
2, 629, 498 154, 591, 437 82, 390, 032 1, 217, 690, 239 








hele] *** | 


, 901 


























jetna Life Group: 
Aetna Casualty & Surety 
Standard, Connecticut 
Aetna Life 







Aetna Insurance Co. 
World Fire & Marine 
Standard, New York. 
Century Indemnity 


icultural : 
4 sgricultural 
Pmpire State 


America Fore-Loyalty : 
Continental 
Fidelity-Phenix 
Niagara 
Fidelity & Casualty 
Yorkshire 
Seaboard Fire & Marine 
Firemens of Newark 
National-Ben Franklin 
Milwaukee 
Metropolitan Casualty 
Commerical 
American, New Jersey 
American, New Jersey 
American Automobile 
Associated Indemnity 


Boston : 
Boston 
Old Colony 
Boston Indemnity 
Equitable Fire 
(ommercial-Union Group: 
Commercial Union Assurance 
American Central 
Palatine 
Union, London 
California 
Commercial Union Fire 
British General 
Ocean Accident 
Columbia Casualty 
(ontinental-National : 
National Fire 
Transcontinental 
Transportation 
Continental Casualty 
Continental Assurance 







































































































































































THE INSURANCE INDUSTRY 


Assets and policyholders’ surplus as of Dec. 31, 1958 


THIRTY-FOUR LARGE INSURANCE GROUPS 





ee  C  LULL”—™”~—~—C GT EDC TOT, See Se ee 


Assets Policyholders’ 


surplus 


$1, 928, 925, 178. 68 





ccna ania 1, 284, 015, 010. 61 397, 220, 025. 02 
itiaincenagiad 3, 440, 445. 34 2, 196, 876. 04 
iiledetiereata 175, 496, 671. 72 57, 821, 845. 10 


3, 391, 877, 306. 35 





Corroon & Reynolds: 
American Equitable 
Globe & Republic 
Merchants & Manufacturers 
New York Fire 
Crum & Forster: 
United States 
North River 
British America 
Western Assurance 
Westchester 
International 
Employers : 
Employers Fire 
Employers Liability 
American Employers 
Halifax 
Employers Surplus Lines 
Employers Life of America 
The Fund: 
Fireman’s Fund 
Home Fire & Marine 
Fireman’s Fund Indemnity 
National Surety 
General America: 
General, Washington 
First National 
Safeco 
General Life of America 
Great American: 
Great American 
Massachusetts Fire & Marine 
Rochester American 
Detroit Fire & Marine 
American National, New York 
Great American Indemnity 
Hanover: 
Hanover 
Fulton 
Hartford Fire: 
Hartford 
Twin City 
New York Underwriters 
Citizens, New Jersey 
Hartford Accident & Indemnity 
Hartford Live Stock 
Columbian National Life 
Home: 
Home Insurance Co, 
Home Indemnity 
Peoples-Home Life 





4433 





$619, 252, 975. 41 


1, 076, 491, 721. 57 
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THIRTY-FOUR LARGE INSURANCE. GrouPs—Continued 


Insurance Co. of North America: 
Insurance Co. of North America 


Philadelphia Fire & Marine 


Indemnity Insurance Co. of North 


America 


Life Insurance Co. of North America 


National Union: 
National Union 
Birmingham, Pennsylvania 
National Union Indemnity 
New Hampshire: 
New Hampshire 
Granite State 
American Fidelity Co. 
North British: 
North British & Mercantile 
Pennsylvania 
Commonwealth 
Mercantile 
Ocean Marine 
Central Surety 
Northern of New York: 
Northern, New York 
Assurance Co. of America 
Autoplan 
Pacific of New York group: 
Pacifie 
Bankers & Shippers 
Jersey Insurance Co. 
Pearl-Monarch: 
Pearl Assurance 
Monarch 
Phoenix of Hartford: 
Phoenix 
Connecticut 
Equitable Fire & Marine 
Minneapolis Fire & Marine 
Phoenix of London: 
Phoenix 
Union Marine 
London Guarantee & Accident 





Reliance: 
Reliance 
General Casualty, Wisconsin 
Hoosier Casualty 
Royal-Globe: 
Royal 
Queen 
Newark 
American & Foreign 
British & Foreign 
Liverpool & London & Globe 
Thames & Mersey 
Glebe Indemnity 
Royal Indemnity 
St. Paul Fire & Marine: 
St. Paul Fire & Marine 
St. Paul Mereury 
Western Life 
Springfield Fire & Marine: 
Springfield Fire & Marine 
New England 
Monarch Life 
Trans-America: 
Pacific National Fire 
Paramount Fire 
Manufacturers Casualty 
Manufacturers Fire 
Premier 
Automotive 
Occidental Life 
Travelers: 
Charter Oak Fire 
Travelers Insurance 
Travelers Indemnity 
U.S. Fidelity & Guaranty: 
U.S. Fidelity & Guaranty 


Fidelity & Guaranty Insurance 


Underwriters 


Camden Fire Insurance Association: 


Glen Falls Insurance Co. 
Providence, Washington 





_- 


Aetna Lif 
Aetna Ins 
Agricultul 
America 

American 
Boston... 
Camden ] 
Commerc 
Continen! 
Carroon 4 
Crum «& | 
Employel 
The Fun 
General 
Glen Fall 
Great Am 
Hanover 
Hartford 

Home.--.- 
Insuranct 
National 

New Har 
North Br 
Northern 
Pacific of 
Pearl-Mc 
Phoenix | 
Phoenix 
Providen 
Reliance 
Royal-G! 
St. Paul 

Springfie 
Trans-A! 
Traveler: 
US. Fid 


To 





'Survi 








nce 
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1957 Calendar Year: Type of carriers report—86 large stock fleets 





| 
| Fire 
| 
Aetna Life Group----------- Bi AS.....<'. cs Bacetadeumencaoas 3 
Aetna Insurance Group. -------------------+--------------- 3 
Agricultural .--.---- x dseslpic bind bsisa sims ened Bsn neal slg th ads 2 
america Fore-Loyalty--.---------------------------------- | 10 
american of New Jersey--.-~---- Rig ec sk ed 2 
Boston --.-----=-- te < een a= one 225 200----------- | 3 
Camden Fire Insurance Association }.___---.-----...---. 
Commercial Union Group. a Bes Sas teed 
Continental-National - - -.---------------------------- 
Carroon & Reynolds. - ------ a Pe ae 
Crum & Forster... -------------------------------- 
Employers---------------- J ~ 
The Fund. -------- ‘ cad 
General America. ---- —_ 4 ad 
Glen Falls Insurance Co.'_------ a, 
Great American... ------------ | 
Hanover. .- pdilbeddieonccceds jen ets w 2 
Hartford Fire.---------- cabi Dhabi : 4 
Home..---------------- ‘ jaedh | 1 
Insurance Co. of North America__..._---- a 
National Union. ------ a. | - 
New Hampshire-- - | ae ee. r 4 
North British & Mercantile-_.....--- | 5 
Northern of New York----- j | a 
Pacific of New York _ -- | 3 
Pearl-Monarch....----- o 
Phoenix of Hartford ---- Br 4 
Phoenix of London- .-_--- i | . 
Providence Washington !__------ 1 
iin ys oa adie eugene cd ideasanmaasaabinady 3 
Beee-Giebe. .). ....----.--.----.------- Sele 10 
SINR WE EMEINOS oii dans reac nacdeancwaconcs ° 
Springfield Fire & Marine--.----- Sie) ie neeene AS. ers | 3 
Trans-America._-.----- eee area tan ies esas 3 
I Senne Ne ncecadeionccesses 7] : 
US. Fidelity & Guaranty.....-.-....---....- eoretts ieee 2 
| 
AGE SRR RE ot RS pace eae | 116 
| 


Ct ND OS em Ore oe 


reann| 


Other| Léfe 


1 


| 
Fire operators | 
| 


L 
= 


| . Homeowners 





Fleet operation 
| total aes eet 
|Home) Other Life 
oT ow | 3 I 
4} 3 Bsioisd 
Si cc. Sheed. uehionet 
1 bicOT to GBs 
3). 21. 2 beosees 
4 | 3 | be aiasas 
1 | L Listcsicmes 
9 | 7 | Ricco. 
5 |} Grow 1 
4 $tscd hc 
6] 5] b Aataacs 
6 | 4 | l l 
{ Aitinsid teases 
$44.714 ! 1 
l l | ——— h demas 
6H ob ie 
2 2 1 at deleheend 
7 at #} 1 
3 | 1 | l 1 
4 | 3 bes l 
3 | 2 | | ante 
Shis S31 Ah 50 
6 | 5 | Br Iedhoase’ 
o bine 1 |: 
3 ices ied 
2 | 9. £2... 
OT r Mhtied occa 
3 | 1 | oh elpaiatid 
rr SE 
3 | St | leoeact 
10 Dik ct Rhee 
3 Sh aten ] 
4 a 1 
7 3 | 3 l 
2. eo | es 
2 | 2 | be 
150 | 111 | 29 | 10 





1Surviving company of previous multicarrier fieet. 


47932—60—pt. 8——6 
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1957 direct written premiums: 86 large stock fleets 
(Thousands omitted] 




































Extended /|Ho 
coverage ora 


















a nas a cnc eee enone enna 24, 376 11,38 |S 
RENAN oi bs scanctednanasccsesckusnanead 48, 280 16, 713 60 
BE iE taht acbennicininncenaybessosscosces=saaene 9, 322 3, 378 Lia} 
ES aa a 127, 634. 46, 813 aan 
INE PO ac ccc enticed bbe neccncsccnncasesss 31, 358 11, 145 5g 
in ho ih bain cite eieenrninbawcorsenssensanessue 15, 924 5, 742 40% 
Camden Fire Insurance Association !........-.--------------- 8, 527 3, 204 Lig 
SE NUNN Se cshrmeninnedncwsesdaeknwanaisamun 19, 460 6, 816 18g 
CO IINIIIEE nna cen ccbenccmncasnasenscnesecarsece 29, 649 11, 952 0m 
Corroon & Reynolds-- 21, 030 7, 980 1,83 
ee ee ee eer 41, 191 14, 806 3667 
RmQlOPS 8... nen cece enn ewnns-onnn------- 12,018 4, 890 318 
TE NI biinlshainntpn dance ckece~panenssesascosdcssacedecdnous 40, 462 13, 799 5,035 
IIR i osc dlc ee eoeenecuccescccessnnssedses 27, 089 13, 147 5,93) 
Gien Falis Insurance Co.!................---200222000cesnes 15, 430 5, 606 2.871 
I NOI «5 isin bic cs censeecdn dees eduscssvensscusse 44, 489 13,653 514 
Ne re ere 15, 435 5, 288 Lidl 
as 55 cnc nncascececessoncenmakacesauenencee 69, 363 23, 638 6,688 
, eee ae hake dictcndagandupanacesenoshnacuetenisnaSaiwi 101, 074 33, 646 9, 368 
eee Oo Bere ee 48, 755 15, 714 28, 842 
PINE ak badandobncncesnsccdtnanmaanweatctaasteed 19, 836 6, 476 2,28 
SUG III. ccs ccnsconcscacconnn smeganeteescsscduaccdape 15, 087 5, 169 1% 
North British & Mercantile_......-.-------------------------- 23, 496 8, 552 2, 439 
I a8 > nimeiimeekiuweab auth 15, 035 8.771 3 ORs 
ig Ge, ee Seer Sendgssoaddetsnnones 12, 280 5, 058 1,89 
III ooo 2552 coke baaueuadenenpasasbenesaenen 10, 702 4,270 1,241 
No inngdscwcuenbonasadscusaccenesuce ae oe 34, 105 10, 770 4,673 
Phoenix of London __----.---------- . 10, 236 3, 632 1,309 
Providence Washington !__-...-_--- - 8, 168 2, 647 1,508 
Reliance--.--..---- woe iia ins ai ase ecipuiniion iy Suse eerie ann enna 16, 500 5, 170 2, 24 
IN es pct ciecad ian sansa scethaeen gas saceuenwe aie 47, 521 14, 216 6,712 
St. Paul Fire & Marine--.....-....-.----.----------------..--. 25, 168 10, 403 3,696 
SpE FOE SEMEN oo soca nce geen ecaleccnnseensecs 25, 349 8, 768 2,309 
‘Trans-American.........---.-.--------<-0---2---+---2-s-2sc0 10, 382 5, 772 2, 349 
Travelers. _....- pan none an acne ne naan nnn n nen en ee ne--- ean en ecnce 30, 800 12, 866 9, 116 
ee a, SUNN gon oo can ennddeogeaiuknadnwanaeen snes 25, 413 8,7 6, 633 
I on eerie nn no seen no sen ewe nsdn awen nemo cnsosescencce 1,080, 944 390, 517 152, 400 
Countrywide independents, also, Hawaii and Canada-_-_-._..- 1, 921, 610 649, 941 257, 6% 
RN ai ok os Ss ais es con cnnete ane 50.2 





1 Surviving company of previous multi-carrier fleet. 


Comparison stock fleet carriers and other principal groups of carriers—Net 
direct written premium 


(Thousands omitted] 





Fire Extended coverage 


Num- | Premium | Num- | Premium 
ber of value ber of value 
carriers carriers 


1957 calendar year: 
III oc deinoncubetscdaceussat 116 | $1, 007, 139 116 $371, 451 





Other reporting carriers: 


ae 353 220, 249 343 108, 363 
IN se arn ae ead 281 258, 277 269 97, 534 
Factory mutual_.._._- eke euatanee 8 DE nsiuetadencgae 
Stock reinsurers_._.- peniwcnehataseneeeue 108, 331 |-...--.-- 31, 378 
sig ei nawtanoemae 642 697, 099 612 237, 275 
Ns. nie ctasaedeas 758 | 1,704, 238 728 608, 726 


Percentage fleets to grand total........ 15.3 59.1 15.9 61.0 
1957.calendar year direct written premium 
(country wide including Alaska, Hawaii, 
SE eI Soros en meanincet tee eceah ascend $1, 921, 610 |..__._-- $649, 941 











Compan 


and Can 
1955 calenc 
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Comparison stock fleet carriers and other principal groups of carriers—Net 
direct written premium—Continued 
[Thousands omitted] 

































































6,63 
1,10) 
3,37 fe 
Me eC CC NR ti ae 
N ‘salendar year: 
Se fees Gets. _........_.-...-.-_.._- 1, 013, 687 
154 a | | a] 
4, 0% Other reporting carriers: 
1, 833 os Renee eet og oe 222, 977 
3, 667 ES as cs eet coe 
Pactory motual.......-..........._| 8] 93,808 j...._.}_.... 
Stock reinsurers......-...--.------|----- sad 
5, 93) —————_—| ——cx—__ qc—qcr 
2,871 on rescue eee 
5,146 ————— | ———— 
1,14) ER ccccatvkcnssanacsss 7 
6, 668 = 
9, 308 Percentage fleets to grand total_-_...- 
28, 88 sgg6 calendar year direct written premium 
2,0 countrywide including Alaska, Hawaii, 
1,2%6 and ps tacecnn cat adewwsesonal i aowad= 
rt d : 
calendar year: 
- ws ee eee 
» 241 
4, 673 r reporting carriers: 
1,399 es a 210, 897 
1, 508 aaa: 243, 518 
2,214 Fettory mutaal..................- ee A 1554 Bee cee a bane eed eon eae eee 
6,712 P6866 esr cndannguncabacknenie 88, 654 
3, 696 SS 
2.3% PE « copnevcnaastsunscene 631, 236 
2, 342 = 
9, 116 ETS ee 1, 648, 715 
6, 633 —SS-————aa=__—_—_—_b_———a—_——_I———_—————— 
ae Percentage fleets to grand total........ 61.7 
2,400 1985 calendar year direct written premium 
7, 65 (countrywide including Alaska, Hawaii, 
— a bncndindena cde secabnddeens $1, 835, 795 
50.2 ——S  |_ ——X—X——— SS | | ——————}- 
194 calendar year: 
pee Cd iincdcnpanenn<cacwcnaee 1, 023, 118 
Other reporting carriers: Pe ee a 
DE tit cnseoaiecdsassneenaaaen 202, 562 81, 085 
t ts teas adhe aren rion 238, 156 74, 109 
Peeeery Mutual. ..2u-nnensccccee WOE OE Drcvinica sinus etoac Danced eee 
I si cccned i ceusanucbimeeeeadbtiiseamae anes was 22, 144 
oe, IE cad nce windaddkacaces 534, 616 177, 338 
I cisicscinksniorachicae 1, 557,734 481, 181 
ns Perrentage fleets to grand total-_--_.... 63.1 
Im WS5cdlendar year direct written premium 
7 (countrywide including Alaska, Hawaii, 
EE tatiana nnnnnindwsnknnaneeen—pemnsmnis $510, 929 
= 163 calendar year: De) i ee oo a oer 
EEG kidinaknitntdinmadieace 280, 827 
77 Sr. eS eee 
— Other mpertiog carriers: 
a cee eee 68, 066 
251 i Agia cewniadtekeut 64, 397 
514 ee | ee, eS! PRE RN Sete, 
cy SE PIE asisinccisb nsec tsieacisisin ensanichiaines 21, 575 
168 ——_ |__|“ 
— EE icihinanicsdawemaisade 154, 038 
933 ed ed Se ee 
= SI I is cn cianinias deminanincacht 434, 865 
650 aes epneeeneeeee ec 
— Percentage fleets to grand total___-.-- 64.6 
614 183 calendar year direct written premium 





(Country wideincluding Alaska, Hawaii, 
and Canada 
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Comparison stock fleet carriers and other principal groups of Carriers—N ei 
direct written. premium—Continued 


[Thousands omitted] 


' 


| a 

















Fire Extended coverage | Homeowner 
Se | ne 
Num- |} Premium | Num- | Premium | Num- Premiur 
ber of value ber of | value | berof | vale 
| carriers carriers | lcarriers} 
Silhsteiercinee 2 tal eae talline iain Resa ™" | 
| | ns 
1952 calendar year: 
OE OE nd cere tedacnckdnimcced 116 1, 025, 489 116 | 261, 738 |----- Om 
Other reporting carriers: ann 
SE a a | 214] 174,438 209 | 60, 739 | ws 
CS REE ee RIE Bice aa 236 217, 949 229 56, 292 |__ Tae 
Factory mutual -2-....-.-..... 9 | 95, 686 |........ Ae ~ssterel Seecivipe ee 
Stock reinsurers................... otha 89, 070 21, 055 | Pe 
| — - - 
i inc eek sneecs co 459 | 577,143 
SFE COND oie cee cs ctpamenacad | 6575 | 1,602, 632 
Percentage fleets to grand total__..-__- 20. 2 64.0 
1952 calendar year direct written pre- | | 
mium (Countrywide including Alaska, | 
NE SN i sie sak nanan cee dl tebe eee he abbicewwe 
1951 calendar year: | 
I on dec aie cancakaccexcad 116 | 1,041,687 j 
nd ee —| 
Other reporting carriers: 
Stock....... cane . | 209 174, 410 | 202 53, 866 | aca 
ME oe 222 202,884 | 208 | 46, 717 |....... 1 
Factory Mutual---.---- ese 9 | SO Mn cote 2 | 
Sie PONS. 02. = 2b. coon doce aes | 84,508 |---| 18,386 |. 
| Ch es at os ta Fa ceca Lek “| 
NRE nn Son soa oak cs mene 440 | 560, 873 410 | 118, 969 |... 
ei erent ee | 556 | 1,602,560! 526] 359,814 | 
Percentage fleets to grand total__...-._ 20.9 | 65.0 22.0 | 66.9 Wee ae 
} | ‘ | 


—_—— 


Source: Best’s ‘‘ Fire & Casualty,’ Best’s ‘Averages & Aggregates,’”’ Spectator, ‘1958 Report.” 











Corroon 
(rum & Forst 
Joyees - - - 
errand. “+e 
ral Amer 
Glens Falls Tx 
Great Americ: 
Hanover ------ 
Hartford Fire 
Home.-----~- 
insurance CO 
National Uni 
ew Hampst 
North British 
Northern of * 
Pacific of Nev 
Pearl-Monarc 
Phoenix of H 
Phoenix of Ly 
Reliance... - 
Royal-Globe. 
%, Paul Fire 
‘pringfield F 
Trans-A meri 
Travelers--- - 
(8. Fidelity 
Providence, 
Total.. 


GTS.. 
TM. 





| America 
Single Cc 
‘Continen 


Source: Bi 
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1957 calendar year net direct written premium 


[In thousands] 
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— | | 
Name of group | Fire | Extended |Allied lines) Home- 
| coverage owners 

i ) 
Group... __-- Fesniaeradh nate ide apenas 20, 189 IT ete Or St eee 
- a ne Group. ee 5 sce Eesanela eae - 43, 631 14, 529 | 4, 292 6, 383 
ieultural.-- Re : ERE SS 9, 417 3, 357 | 640 1, 065 
iertica Fore-Loyaity “SL ae 2 aro w----=-| 114,795 42,941 }-_____ ; 2, 825 
american, New Jersey --.-- + === nanan -enn-=-- -- 30, 036 10, 351 2, 733 | 5, 214 
Poy oe cite ee ea he 14, 757 5, 436 836 | 1, 860 
joer en Fire Insurance Co.?__ aakusweyoue 7 668 3, 205 589 1,034 
Commercial Union Group dita iene 16, 362 | 5, 795 498 1, 268 
Continental-National ?..._- op aproenesntnied 31, 797 13, 119 3, 57 3, 75 
Curoon & Reynolds... --_ oaddaiiaeb aes 17,074 7, 911 1, 525 1, 891 
Gum & Forster... 0 ec SONRSS 42, 114 14, 664 |____ 3, 904 
faployees...------- : at 11, 119 4,219 |_. 2, 971 
meFund.... : 39 332 13, 352 | 4, 589 5, 819 
General America. ----=----- 3 nadoacee 25, 729 12, 788 | lgg init ag 5, 898 
Giens Falls Insurance Co.?_ - S secs 14, 953 5, 169 575 2, 739 
Gest American.........-----.---- pelppasoosd oan 40, 271 13, 193 5, 374 5, 242 
I gctnnce crop ngeeenahensnig issas 13, 038 4, 293 437 1, 152 
och Ric ond oin Sp vmcanbocaie 72, 319 25, 578 4, 950 5, 027 
ee... OO Ae | ee shscg53 90, 475 31, 886 8, 609 9, 254 
insur Co, of North America______.__ eeacehiala - 48, 337 ee 28, 792 
ed Unidn.....-.-.-.-.-.-.--.-- Be cetsseed 14, 723 4, 985 1, 263 2, 160 
Ger Hampshire... - Seg eetininee | onart a stening cecal 12, 349 4,319 682 1, 185 
Neth British... -.---------- pawitasat S Rie ipittg ont 19, 853 3, Oat Peatbhae eS 2, 267 
Northern of New York -. re 2s 12, 292 ge a A ae 3, 062 
Duific of New York Group 7 10, 030 4, 589 300 1, 801 
Pegrl-Monarch . b ‘ - oo 10, 832 4, 362 |... 1, 239 
Phoenix of Hartford - _- Se race ecian 31, 592 10, 676 1, 420 4. 429 
Phoenix of London. - -- - - ‘ wh senehlan — 7, 390 2, 831 }---- ; 1, 247 
tpiiance......-- & es 15, 591 5,042 }_....- 2, 158 
Qoyal-Globe.____ : ee = 49, 038 15, 025 1, 349 7,014 
% Paul Fire & Marine __- sted shui = 25, 513 10, 172 2, 873 3, 756 
ipringfield Fire & Marine. a Foose 23, 472 8, 081 3, 715 2 211 
Trans-America-- - - aes — one -- 8, 086 i 2, 244 
Sueelers..... : a5 30, 893 12, 224 897 8, 945 
(TS. Fidelity & Guaranty <aame Lae 22, 322 8, 339 430 6, 618 
Providence, Washington 2_- deed speriiinamscia ical 9, 750 2, 312 390 I, 268 
nn Ik NS ieee ek 371, 451 |... 3 147, 717 
Meee Te ee eee Tore 1, 335, 719 511, 192 96, 864 195, 136 
rmay-.-- SE eee frre arene eee aaa a 











America Fore and Loyalty and Yorkshire. 
1Single Company. 
Continental Casualty and National of Hartford. 


Source: Best Fire & Casualty Reports. Best’s Average and Aggregates. 
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1956 calendar year net direct written premium | 
[In thousands] 
a 
Name of group Fire Extended |Allied lines Home. 
coverage owners 
sistent inaaagieeiciinieceoisl tai linia nina aN | 
I 55 dS occas scascpapeinecdeceene 19, 432 OO? hh ee 
Aetna Tnshraneo'Group_................-.-.-------.---- 47, 579 15, 399 3, 817 ke 
EE ncn ee na tlelibiae sak nsosnncshnuhbeihwaibinnans 9, 386 3, 464 442 & 
i rt oc cnceecdonmbuacaceasocs 107, 913 4 ee 204 
American, New Jersey. 32, 026 Be OU Ne encasmuha de 54 
EG Hein ae icincncigennecqbdchecaukapepnaceswnnss 15, 225 5, 648 635 La 
Camden Fire Insurance Co_.-...........-.-.-.-.-...-- 8,012 3, 440 493 % 
a ce amr ieresinsdheecios 16, 005 5, 825 473 Lit 
in oi nten ae ceeccensqkgieosasescns 32, 500 12, 2, 596 3a 
Ge, en wccedunmintuadasemone 17,815 7, 669 1, 133 1.4 
ST NOD, Satdininintsdneenacstionsnavigbhiencscewn’ 42,724 EE Ee incnacaceae 3 my 
Ee ire an le ceniepincnaeet nce damnaracamtncta noe 10, 756 ITE Bcdstcacucaiuientl 2a 
itp Mthinintnned aocencvnnbiginaiuoedubnakans 42, 160 14, 190 4,019 618 
RS nn 55s 5 hdow a dilate mbijceaeinimreieisaaal 26, 594 BEY Besnateaccuae 3.90 
rs Ee OO. oc kncondaceaustondcennedte 15, 563 5, 364 473 2% 
6a conucueanmndiadeaaenen oust tuasied 40, 651 12, 889 4,818 3.8 
Dl ce Rikabenbpctakehectockwubdtenesacnsndkean 12, 764 4, 136 453 ” 
Ds iheaaneapnannD hh aaa cadinwasideese 71, 730 24, 998 4, 445 418 
Dita Aili da eireranaheinemcacmnapeiapiaeheceness 92, 686 30, 590 9, 858 10, 
Insurance Co. of North America............-.........-- 49, 307 RRO Bokcccnseends 10.1% 
National Union 15, 427 ; 1, 123 164 
New Hampshire 12, 984 4, 458 1, 252 ™ 
North British 20, 156 TEED [rownsaswhiag Lm 
11, 286 IgE fvwcaasncmnce 1% 
en OF Tee SOFK GTOUD. . 2... cn cccccncesecnncecccus 9, 377 SOME Lsciucgdebicen Lm 
et... span ccabansvaniobinensannneanh 10, 509 Be ME, tseccneuiidigale 80 
I on cic naeinun ane candkinsaneceeuccat 30, 705 10, 047 41, 080 3a 
EE NR ios tacasdaanncivnccnbhotnepuancebats 8, 089 Be tid ctgegeneh ) 
kc dat cadncnddcabsmncnsasdbdggudiuattimnubane 16, 028 5, 205 449 1 
i a tel alee la mado iid ei siitnaidecenmiats 48, 797 15, 502 1, 187 462 
We REE WOE DESTING. .. ... ..cncnceccnccccescnecccenas 24, 282 9, 655 2, 124 2a 
Springfield Fire & Marine 24, 075 8, 044 3, 224 1,84 
RN ied cascdndacnbocsasd pcdamaecasguaces aes, OOO fosenocscnaes 1,612 
oo = = i) 
U.8. Fidelity te 
Providence, Washington 3 
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| 1955 calendar year net direct written premium 
ee 
| Name of group Fire Extended | Allied lines 
an coverage 
Home ee 
Owner 
a al i 18, 515 OI tettnits 
ee ee Grese_..----.--.------.------- 46, 343 14, 266 3,034 
a Aetna nose 9, 278 3, 252 
my APeian Fore- Loyalty... 111, 515 88,675 |... 
\f a ceieas , > 1 3, 115 
aig] American, New Jersey----- ; 14 592 5,02 
5 n Fire Insurance Co. , , 24 520 
La ereial Union... 15, 883 5, 561 467 
& tinental-National 34, 030 12, 686 2, 376 
Lig & Reynolds 18, 097 7, 435 1, 288 
3a Crum & Forster. 43, 789 14, DE icici ssi 
1a Employers ee errr 9, 458 4, SOUT Bivettintineueiddeisiids 
3m eb ivcnnduaddndbesoccootenene 46, 191 14, 711 7, 455 
2a America boo conccoceesesoesouscoeeseseosescoo 26, 217 ll, SED Se cnctocinttinddicats 
6,18 NOD 010s. dhnnkéscancnnbicckeaccinisasauanas 15, 754 GN Bani gtienciceiicts 
3M Great American a ewe ewe ne eee eee newer wenn new eee nce nneeeee 38, 774 ll, 449 4, 860 
i hinincncadntiieatbonsccnnbonnennansetennonbes 12, 697 4, 060 373 
3a Hartford Di ldciencdutnsathenecchebsqebacencasadsnaaee 72, 133 23, 752 4 918 
SE iitininisinuidnkinaasectveveccesecsonsenacs 92, 096 29, 078 10, 828 
42 Insurance Se MMR bicatccncboscsnensacssoesaone 52, 169 Se iss canscatane 
10, Si ibsindeciudhtdstessscebnissssnessbssoonant 15, 917 5, 193 1, 016 
SE afexecev-cosethooccnovecctessensnenacesears5s 12, 493 4, 060 636 
i Dicinicasicneincnvaaidnnakcbarapessnshiacssocecs 21, 612 5, 252 298 
TM) Northern of New York..-....-........---.---.-----..---.-.. 11, 495 GU incneciinate, 
ne New fork Group.............................-...-- 8, 495 9 
1% Sh Dik dstdukbavkbeonstteheasnacacnssenonedd 11, 103 SI accinnccnbinnihe 
La i iininhedhdianbictinnncansasnnbineninneeaee 30, 945 9, 805 1,068 
ame. SE atitantebbbobanmescchepinnnbendiinineeehs 7, 859 Sh a cncacceeds ce 
DE vnnacaccdahinadsenteccckessntcannamepacoses 16, 319 aE i nccneeebaadl 
At hiniennstetgicaternseontentessinoneedeenons 49, 031 14, 661 877 
LO) & Paul Fire & Marine............--.-..-2.22....1..1...----- 23, 335 CII lskcknbniitenies 
462 Ss bck chinencactnvinnindesimadinasines 24, 095 7,645 3, 241 
2, iclsdihatnkelibnscsennhnoacdesinanibidaband 11, 873 Ce iis ctieniche 
Rd incunavasntmonteccacsopnesancnesndeaananan 28, 518 10, 919 407 
LORE 8, Fidelity & Guaranty Co...................--------...... 18, 959 6, 504 362 
sa Providence, Washington 3__. 2-22-22 8, 251 RED A ssncuiaisdcien 
1a iinet ve banal 1,017, 479 wee os. 
— gTs. anibhinnataateenibhehhanetinesaboibnnadieibdinah 1,317, 031 470, 169 86, 129 
149, 165 cna : 
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1954 calendar year net direct written premium 


Name of group 


Te CI oon. ecb cetacean ucccunbastostescseeecueste 
Aetna Insurance Group. 
I nee. cuabahanacesechaetueaat 
America Fore-Loyalty ! 
American, New Jersey 
SE ison eh inca aokoskntnsucanecahSentshaboabensttase 
Camden Fire Insurance Co.? 
OREN RIG sce men otaccaceseseezesces 
Continental-National 3. 
Corroon & Reynolds 
Crum & Forster 
Employers 
ME MOE ode citetdl ncn cacndunspdanccmeneshuabbiasceconbascuce 
Rr RI ne co ioe a pantadeacacesssecaas 
Glens Palis Insurance Co.?... 0252.22.22. cccccececeee eee. 
Great American 
NN Ns ccc da burdens wawetGsttescencnesabens’ 
Hartford Fire 
I iene che Clan ncnwn dete Intecasccebacthéresasatessnece 
Insurance Co. of North America 
National Union. 
New Hampshire 
North British- 






Pacific of New York Group a: oe ee 
Pearl-Menarch 





oc MONA. ANO) Gb GMTING. «oo. Sess... ee hactcgsetccesccscens 
Springfield Fire & Marine 
Trans-A merica 
ee eo... See... oA Liawenneninehs lane 
0.5. Fidelity @ Guaranty Goiiisoi en ccnncccnnes waaay 
Providence, Washington 2 





Fire 


16, 316 
47, 300 
8, 730 


117, 095 


15, 402 

7, 757 
16, O87 
29, 989 
19, 427 
43, 924 

8, 064 
46, 153 
23, 135 
16, 079 
40, 741 
12, 858 
73, 155 
93, 818 
55, 839 
16, 500 
12, 612 
22, 798 
10, 472 

8, 534 
11, 233 
32, 833 

7, 532 
16, 334 
50, 524 
23, 110 
24, 906 
10, 526 
27, 910 
17, 312 

8, 683 


1, 023, 118 
1, 307, 738 


Extended 
coverage 








1 America Fore and Loyalty and Yorkshire. 
2 Single company. 
§ Continental Casualty and National of Hartford. 


Insuranc 
National 
New Ha 
North B 
Northert 
Pacific 0 
Pearl-Mi 
Phoenix 
Phoenix 
Reliance 
Royal-G 
St. Paul 


¢ 
ths 
Traveler 
U.S. Fid 


Provider 
Te 
GQ’ 
a 





1 Amel 
1 Sing] 
‘Cont 
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1951 calendar year net direct written premium 
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ee nnn ennnnnnene enna 


Name of group 


een aS 


Aetna Life Group------------------- sawed pcaientaintetebiebanoaeiian 
‘Aetna Insurance OUD... ..-- 2225+... shoes Gechpheinnngnaeeaaeae 

cultural. . .--- ---------+------- 
‘america Fore-Loyalty '.-.--.-----------.----.--------------- 
American,  SOREOY 5... --- eadnnnae jelstcel dae sesitoua een thak Bacsonin lon 


n be: adubebesondaoccebandece 
nae Fire Insurance ea ee 
Commercial Union ---.------------------- son gscnaionaningnemied 
Continental-National *........--..--.-.....--.-----...-------- 
Corroon & Reynolds....--..-------------------------------.-- 
Crum & Forster. .--------- ~------- 


The Fund.....----------------------------------------------- 
General America--..---------------------------------.----.--- 
Ging Falls Insurance Co.?....-.-.......-----.--..--..--...--- 
Great American - --------------------- anon nmnwaes noencecens-e- 
Hanover ...-------------------------------------------+----- e 
Hartford Fire.......-.-------------------------+---+--+-+------- 
Home -.-.------------------ bdtea 
Insurance Co. of North America---..-.-....----.---.-.2.2...- 
ee 
New Hampshire- ------------------. ne anne nnnsessssensesecece 
EL ub ccaseccepeneesuwcenncnasccnsecswewerssne 
EO GR EL ceawnwwcecsduien 
Pacific of New York Group... -..........--.--....- Rs. 
Pearl-Monarch . -...-..----.----- wa nn nnn ne nese e ee eeee 
Phoenix of Hartford. ------ b Sd8! deo ace ds eee 
Phoenix of London - ---.-.------ ; 


Reliance 
| See ee 
St, Paul Fire & Marine------.--- 
field Fire & Marine- ---- ewe cuca 
8 ES ee ee 
i tnthchtldvenc2cas pun cates 
US. Fidelity & Guaranty Co_..__- 
Providence, Washington ?_ __-_-_--- 


| Fire 





16, 526 
48, 763 
9, 044 
124, 768 
29, 182 
15, 943 
8, 298 
16, 299 
29, 911 
18, 600 
43, 326 
7,470 
43, 490 
25, 632 
15, 944 
40, 886 
13, 172 
74, 226 
96, 317 
54, 975 
16, 125 
12, 898 
19, 592 
9, 776 
9, 137 
12, 976 
32, 628 
9, 648 
16, 246 
52, 149 
23, 302 | 
26, 812 | 
10, 564 
23, 540 
15, 174 
9, 750 


ee 


1, 033, 089 


Extended 
coverage 


2, 634 
35, 105 
7, 089 
4, 126 
2, 527 
4, 638 
8, 167 
16, 298 
11, 666 
2, 732 
10, 015 
8, 485 
4, 255 
9, 548 
3, 375 
19, 744 
26, 210 
12, 567 
4, 554 
3, 219 
5, 070 
4, 603 
3, 181 
3, 942 
8, 343 
2, 654 


4, 153 | 


12, 645 
6, 552 
6, 826 
4, 812 
6, 627 
4, 508 
2, 514 





280, 287 
370, 468 


Allied lines 





1 America Fore and Loyalty and Yorkshire. 
Single company. 
‘Continental Casualty and National of Hartford. 
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1952 calendar year net direct written premium 


Name of group 


Aetna Life Group 

Aetna Insurance Group 
Agricultural 

American Fore-Loyalty ! 
American, New Jersey 


I SS Le ee a eae 
Commercial Union 


Corroon & Reynolds 
Crum & Forster. 
Employers 

The Fund 


IS SOc Re Sr sen cscs seuss toeticichecsigeatmiceamnis 
Great American 


New Hampshire 
North British 


Pacific of New York Group 
NS EE So od cc ctwiichinaemntanmacl 
Phoenix of Hartford 

Phoneix of London 


Royal-Globe 

St. Paul Fire & Marine 

Springfield Fire & Marine 
rans-A merica 


U.S. Fidelity & Guaranty Co 
Providence, Washingt 11, 472 


1, 025, 489 
1, 288, 997 


1 America Fore and Loyalty and Yorkshire. 
2 Single company. 
# Continental Casualty and National of Hartford. 


Extended 
coverage 


ee 
PHPHAPM PS 
I-10 O00 
SS"2822 


@ 
& 


KOBISR Ron 
Oo ~I100 © 
BESZRZSSE 


n 
— 
_ 


_ 
NEV NALHNVAPHs 
4 
> 
tS 
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1951 calendar year net direct written premium 


Co OOOOOOaeeeESESER——E eee 
Name of group Extended Allied lines 


SS 


Aetna etna Life Group 
Aetna Insurance Group 


$33 


Pacific of New York Group 
Pearl-Monarch 
Phoenix of Hartford 
Phoenix of London 
ce 


. 
~ 
~I 
~I 


” 


036 
, 664 
» 535 
, 862 
, 344 
, 274 
, 831 
, 129 
, 570 
845 
097 


Tr 
1S. Fidelity & Guaranty Co 
Providence, Washington 2 


2, 
2. 
2, 
7 
2. 
3 
12. 
5 
6, 
3. 
5, 
3, 
2, 


‘America Fore - Loyalty and Yorkshire. 
‘Single compan 
‘Continental iI Casualty and National of Hartford. 
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1950 calendar year net direct. written premium 





























Lk. tt °° "Ud aka Wee ~ 
Name of group Fire Extended | Allied lines 
| Coverage | : 
— ——— ~—_$_——} a 
Aetna Life Group__.__...........-.- 15, 907 3, 767 Le Aetna Lie < 
Aetna Insurance Group___________- | 42,765 8,628 | -~ etna Ins * 
Agricultural _____- ie} aan . 7, 633 1600 |e gala 
America Fore- Loyalty € 0th eee 113, 443 25, 051 America d 
American, New Jersey-.-....-...-.. 27, 411 | 54061..." american, 
enue. <0 eee 12, 355 2, 985 < paste ie 
Camden Fire Insurance Co.2._.___- 7, 744 1, 832 Camden 7 
Commercial Union -_- he ., 16, 781 3,793 |. Commer 
Continental-National 3______._..__- 26, 308 5, 984 [2020 Oeatiner’ 
Corroon & Reynolds. ee. 18, 042 4, 170 | ine Gore Fo 
Crain & WOT ....:5-...---4-a8>-s5 44,096 | 10, 057 | as 
MOND od bb. 65 2-25. oboe 4, 742 1, 132 | red. 
NO da BES asda ws ang abadd | 38, 681 7,401 | Lagat 
General America_____ shakes 19, 791 5, 464 | ah ils 
Glens Falls Insurance Co.?_______- 14, 797 | ag aN pe i oer 
Great American ____- . 38, 247 7. 683 , Great 
Pianover.......u=:.. Seend 12, 678 | 2 554 | Li Fi 
Hartford-Fire_..._..._..._.- . 68, 989 | 15, 137 |.” Hartfor 
tame... cx: 90, 406 | 18, 962 | aC 
Insurance Co. of North America. __- 50, 033 9,451 j_. ior U1 
National Union________- . 13, 599 | 3, 469 | __. me 
We@wr rapmimenwess. i... -- <5 kee nt 10, 928 2. 080 ag Briti 
North British______- Meh die 19, 954 | 4 134 | an of 
Northern of New York_______-- 8, 895 | 2,726 |: or N 
Pacific of New York Gooup er 8, 436 2 249 |. i “Mona 
Pearl-Monarch________- ioe 10, 594 | 2, 502 | _ of | 
Phoenix of Hartford. ...-.....-. 28, 397 6,003 os of 
Phoenix of London.-___._.._.._- | 7,779 | 1, 734 Reliance. 
pS ee ‘ | 15, 116 | 2, 957 | Royal! Glob 
Royal-Globe___-.- 52, 076 10, 393 e' Paul Fi 
St. Paul Fire & Marine ___________- ; 22, 804 | 4, 653 wficld 
Springfield Fire & Marine __.___- 2 25, 006 | 5, 370 | ies 
Pe 3 eee eee | 8, 537 | 3, 048 | revelers 
ofa pa =3 es aS ok | 21, 253 | 4,896 | Lr Pidelit 
. Fidelity & Guaranty Co_...__. | 9, 852 | 2. 518 Providence 
arte Washington 2____........-...._- | 11, 963 | 2, 606 
i = - — —— y. 
WD the bbe nana, ctRS ¢ibS gh aa--b | 946,088 | 205, 652 _ 
OTS ----s--a--= nasatabitey : GTM 
Mich cv uhscicacsastlocadccoanaccast 
1 — 
, ; America 
1 America Fore and Loyalty and Yorkshire. !Contine 
3 Single company. tingle c 
3 Continental Casualty and National of Hartford. 
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1949 calendar year net direct written premium 

















ey Name of group Fire Extended | Allied lines 
lines coverage | 
geese a a ee ee Si ccteiainibniaasiat 
etna Life Group. enon neo ne+---------------------------| was a dduss 
vn eeeane? Group aaa, ree ras 
jcultural - - — — | Saacecans 
tee sits coe | - smite 
(mericaD, New Jersey j £ 
: a Fire Insurance Co4..: : easntand | a 
rssh Commercial Union wo -----+---+-----------} oe 
(ontinental-National } 
(orroon & Reynolds. . a 
Crum & Forster - - - -- - . 
Employers... - - ~------ -~--- ----| 792 | ---- - 
The Fund. .-- -| CvSR® [-o~-tosnnnsaos 
General America. --------- | 4, 704 | “ ‘ae 
Glens Fails Insurance Co.? re iitinteks 2, 692 Bes so 
Great American - - - - ---- - Séacsucscn] 5, 460 |......- cs 
Hanover. ---------- - wa =--------------- -----| 2, 156 -- 
fartford-Fire. - - - - on--==--- hintecdiWandasacaacua 65, 355 | 13, WG: 1-55 2s cs 
cao: ’ Joho 90, 202 17, 581 ; 
insurance Co wf North America- 7 8, 135 se 
National Union. - es 2, 893 | > 
New Hampshire . aon ee . ‘ 1, 076 | z o 
North British. Snsacsams 3, 489 A 
Northern of New York ‘ 2, 211 os 
pycific of New York Group 2, 037 | <— 
Pearle Monarch 7 2, 052 | as 
Phoenix of Hartford 5, 195 }.... ap 
Phoenix of London : | 1, 643 a 
Reliance. ...------ -~------ 2,615 | ran 
Royal-Globe -- i | 9, 529 + 
% Paul Fire & Marine : ; : 4 O87 
yringfield Fire & Marine--_. ‘ 4, 829 | ws 
Trans-America 3 “ ‘ 1, 965 | ite 
Travelers. - - : . . | CSS fesgncicnis. se 
[§. Fidelity & Guaranty Co-___-- , 2 | 2 Ot >.) ag 
Povidence, Washington ?_____- Pines padrmeanedha said 1, 466 | z > 
Pe NN Mobs us HR ln adstiewwdaasdabebbil 976 C08 Letts 
: SNES abs adn Gene be iinterwee ewe tnsicsesacatehsSedsetlisswesnsckeonsbiuganeksabes Fathi die asap 
is 666568s500nsnuensnc: 


American Fore and Loyalty and Yorkshire. 
Continental Casualty and National of Hartford. 
‘Single company. 
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1948 calendar year net direct written premium 
—_— Ss 


Name of group 


RED SED iio noice Se caer n 
Aetna Insurance Group-.-----.-.------ 


Agricultural 
America Fore-Loyalty ! 
American, New Jersey _- 
Boston _- 


Commercial Union 


Glens Falls Insurance Co.?-- 


Hartford. i aa eee Seer 
Ee eet ie Sze 
Insurance Co. of North America____--- 


National Union 


North British- 


Pearl-Monarch 


Royal. RS go cso Sd aid Mali lied 
St. Paul Fire & Marine._-.-..--------- 
Springfield Fire & Marine--.-._-..--.-- 
PR en oo nck Seenas 
i alse ce 





Camden Fire Insurance Co.?____-_----- 
Continental-National 3.__....._.....--- 
Corroon & Reynolds..-....-- x era 
oo SY 9 oO eee 
iy AE Ie oe oe 
i a sa 
General America_____--_---.----------- 





New Hampshire................------- 
Northern of New York_..----.-------- 
Pacific of New York Group.-_---------- 


1 America Fore and Loyalty and Yorkshire. 
2 Single company. 
3 Continental Casualty and National of Hartford. 


Life—Life insurance carriers. 
Other— 
Casualty carriers 
Reinsurance carriers 
Surplus lines carriers 
Livestock carriers 


EXPLANATORY NOTES 


FIRE OPERATIONS 


Fire 


Extended 


coverage 





# 


B8EzR8Sz 


a1 > com poe Bem ro 
on on 
& 


@WaI > 00 
Ooh 
oe oo 


—e 

Or NO on bo or 
E3858 
woSan 


he | 


$ 


Ss 
ISeS8E5 


_ 





Casualty carriers with incidental fire business (less than $50,000 direct written premium fire and 


extended coverage combined). 


Fire—Carriers with $50,001 or more direct written premiums fire and extended coverage combined, 


HOMEOWNERS OPERATIONS 


Homeowners—Carriers with $3,001 or more direct written premiums. 


Life—Life insurance carriers. 
Other— 
Casualty carriers 
Reinsurance carriers 
Surplus lines carriers 
Livestock carriers 


Carriers with $3,000 or less direct written premiums for homeowners policies. 




















ire and 
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ALLSTATE INSURANCE Co., 
Skokie, I., July 20, 1959. 
oBERT BROOKS, 
re Association of Independent Insurers, 
Chicago, Ill. 

Deak Mr. Brooxs: In answer to your telephone request of today, I am enclos- 
the following statistics. These statistics represent total commercial and 
nal fire direct written premiums for the U.S. insurance industry. My 
for this information is the “Spectator” and was accumulated by merely 
adding the following named coverages—fire, extended coverage, and allied lines. 


Direct written premiums 
{In thousands of dollars] 


ieee neeee 2, COR GES f BOs nn 2, 089, 409 
1947----------------------- Bi, Se BS iain dnsivnsdsiinrnnpsipnentusiecbsintnees 2, 140, 846 
ON i A ini taennceessiaie ST Mask ites 2, 407 
SS SEY i chccenin i Nisinneaiicle vet canaginnsion 2, 308, 757 
ee eee eon ES Ce 2, 382, 411 
901... - === == Sy CU, BaF Ti sik tition entice 2, 437, 327 


I hope you will find the figures helpful. 
WILLIAM G. DAVIDSON, 
Corporate Planning. 


Jury 31, 1959. 
Mr. F. A. FLEMING 


General Manager, Mutual Insurance Advisory Association, 
New York, N.Y. 


Deak Mr. FreEMING: In connection with the investigation of the insurance 
industry now being undertaken by this subcommittee, it will be appreciated if 
you will please furnish us information showing the total amount of net direct 
premiums for fire and allied lines written at rates less than those filed by a 
rating organization, whether by way of independent filing or deviation, for the 
most recent 3 years available, for all companies reporting statistics with your 
organization. 

In addition, for the same 3-year period, please furnish information showing 
the total amount of net direct premiums for fire and allied lines written by all 
companies reporting statistics with your organization. 

Very truly yours, 


DonaLp P. McHvuau, Counsel. 


MUTUAL INSURANCE ADVISORY ASSOCIATION, 
New York, N.Y., August 7, 1959. 
{Same letter sent to N.A.I.I., National Board, and New York Insurance 
Department] 
Mr. DonaLD P. McHvueu, 
Counsel, U.S. Senate Judiciary Subcommittee on Antitrust and Monopoly, 
Senate Office Building, Washington, D.C. 


Deak Mr. McHucH: This will reply to your letter of July 31 requesting 
premium writings for fire and allied lines insurance reported to this associ- 
ation for the most recent 3 years available. 

We can readily supply the total net direct premium writings for fire and 
illied lines insurance requested in the final paragraph of your letter. The 
most recent 3-year period for which such figures are complete is 1955, 1956, 


and 1957, and the following are the countrywide written premiums reported 
to this association for each of those years: 


Year: Fire and allied lines 
it ics tremeanibdssisbnee Siete sete veel le ee $341,257,114 
adi  daick daiasakich cinta hase leah ae ee 343,432,468 
1957 


Eanes cient evince catenatum 351,097,048 
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These premiums are written by companies which file rates independentiy 
or subscribe to rating bureaus and either write their business at full bureay 
rates or at deviations from those rates. Most of these companies pay diyi. 
dends to policyholders. We do not know the amounts of such dividends o 
the States in which they are paid as these matters are not relevant to ou 
function as an advisory organization. 

The information requested in the first paragraph of your letter is not quick) 
available. This information is on IBM punchcards, which show whether the 
premiums involved were written at full manual rates or deviations fry 
manual rates. In order to segregate the written premiums of companies Which 
belong to rating organizations but write their business at deviations, the, 
puncheards will have to be separated from many thousands of other simijg 
ecards with which they are now intermingled. After this sorting operation ig 
done, the deviated premiums will have to be consolidated in order to complete 
the information you requested. These steps will require many hours of mé- 
chine operation. It will produce only the deviated premiums, and not the 
premiums for reporting companies which make independent filings of fire ang 
allied lines insurance rates. The latter are reported to us as “full manyap 
premiums and we do not have the information necessary to separate it fron 
the “full manual” reportings of companies which use the rates filed by rating 
organizations. 

Please advise us at your early convenience whether your purposes will }p 
served by a consolidation which shows lower-than-bureau premiums attriby. 
able only to deviations and not independent filings. 

Very truly yours, 
J. A. Mur, 
Acting General Manager, 


Aveust 10, 1959, 
Mr. JosEPH M. MUIR, 


Acting General Manager, Mutual Insurance Advisory Association, 
New York, N.Y. 

Dear Mr. Muir: This is in reply to your letter of August 7, 1959, referring tp 
the request contained in my letter of July 31, 1959. 

It will be appreciated if you will complete the study as requested, showing 
the total premiums written at less-than-bureau rates which are attributable 
only to deviations and not independent filings. However, in that connection jt 
would be helpful if you could furnish the figures showing the total premiums 
written as independent filings even though your records do not disclose whether 
these were less-than-bureau rates. 

lt will be helpful if you will submit this information as soon as it is available 

Very truly yours, 
DONALD P. McHveu, Counsel, 


MUTUAL INSURANCE ADVISORY ASSOCIATION, 
New York, N.Y., August 25, 1959. 
Mr. DoNALp P. McHuvaH, 
Counsel, U.S. Senate Judiciary Subcommittee on Antitrust and Monopoly, 
Senate Office Building Washington, D.C. 


Dear Mr. McHvuen: This will supplement my letter of August 7 and supply 
the additional information concerning deviated premiums you requested by 
letter of August 10, 1959. 

We have no way of identifying from our records the premiums written under 
independent filings by companies which report experience to this office. 

For each of the 3 calendar years covered in my earlier letter, 1955-57, the 
following is a breakdown of countrywide fire and allied lines written premiums 
written at deviated rates and those written at manual rates. In the firs 
column, these two figures produce the same total of written premiums as was 
shown in my earlier letter. In the second column, we have also shown hor 
much additional premium would have been produced if the business written 
at deviated rates had been written at full manual. 


1955- 


1956 
1957. 





Will be 
ttribut- 


7 
ulger, 


1959. 


rring to 


showing 
ibutable 
ction it 
‘emiums 
whether 


vailable, 


ungel, 


N, 
, 1959. 


1 supply 
sted by 


mn under 


7, the 
remiums 
the first 
3 as was 
wn how 

written 
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Countrywide fire and allied lines 
ee ee 


Written pre- | Premiums at 
‘Guender miums | manual rates 


year 
—T, 
, 955 '| Business written at NE Binns nein cane n en anenpanseumeale $65, 766, 956 $79, 800, 851 
of: 4 oBusiness written at manual rates__---------22 2-222-222-2222 T 275, 490,158 | 275, 400, 1 
linen enhaieiaaleel ile 341, 257,114 | 355, 291, 009 
i966 | Business written at deviated rates. ....--------.----------------- 64, 225, 697 78, 195, 649 
° Business written at manual rates -----......-..------------------ 279, 206, 771 279, 206, 771 
a Ott) concep y-sewisier ite aertrrreer-ptrraterpy eniesh-sptrs 343, 432, 468 357, 402, 420 
~!9g57 °'] Busnes written at deviated rates-------.----------,------------ 70, 345, 734 86, 102, 776 
Biisiness written at manual rates _---..........-.----.--1-----.--- 280, 751, 314 280, 751, 314 
OEE tcstukeninnnnner sree =pertrnin=—aidine er rannennar 351, 097, 048 366, 854, 090 


Za ITT on: vo: TC te) re ee eee eee eT. yee erty 


This completes the information we are able to furnish you in connection with 
your requests of July 31 and August 10. 
Very truly yours, 
of J. A. Murr, 
Acting General Manager. 


gusMinTep BY New York INSURANCE DEPARTMENT IN PARTIAL RBSPONSE TO 
LETTER OF D. P. McHuGcu Daten JuLy 31, 1959 


Aveust 10, 1959. 

The following table gives the total net direct premiums written by all com- 
panies (stock, mutuals, advance premium cooperatives, and reciprocals) for fire 
and extended coverage insurance in New York State for the latest 3-year period 
for which figures are available : 


TABLE I 
eee BERT Wiki si ote! voice ae $226, 657, 145 
19083) 50. euiit..s---+-2------------------~----------------- 233, 445, 965 
1957..----------------------------------------------—--------- 244, 783, 500 


‘The following table gives net direct premiums written by the following classes 
of companies which were also included in table I: 

(a) Mutual, participating stock and reciprocal insurers. 

(b) Advance premium cooperative companies. 
‘{e) Deviating companies other than those included in (@) and (6). (Does 
not include companies which deviate only on rules and forms.) 

(d) Independent filing Companies. (Figures only refleet premiums for classes 
for which independent filings have been made.) 


TasBLe II 
Percent 
NEE Tee ee ee ad aka e dak, SO antisera tba $45, 316,589 19.99 
hc yaks alse cp nilesiewanicicaaa ad wubeaelacanaeakaaee pamela $45. 316,589 19.99 
Sk cea devaateades eles cee 47,140,079 20.19 
ee ee ete ne inal cans cies cs bhsbiaenls 538, 057,511 21.68 
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THE NATIONAL BoarD OF FIRE UNDERWRITERS 
New York, August 10, 1959 
Mr. DonaLtp P. McHues, . 
Counsel, U.S. Senate Committee on the Judiciary, Subcommittee on Antitrug 
and Monopoly, Washington, D.C. 


Deak Mr. McHueuH: Replying to your letter of July 31, addressed to g 
Manager Vincent, we have readily available the information called for jp the 
second paragraph of your letter. 

Our records do not contain information on net direct premiums for fire 
allied lines reflecting deviations or independent filings for all companies reporting 
to the national board. 

In nine States insurance departments require all stock companies to separa! 
identify business written at deviated rates. In these States, however, we received 
no information as to deviations in forms, so that a company adding additiony 
coverages, but charging bureau rates, would not report this business as deviated 
business. Likewise, independent filings made at bureau rates, but containing 
additional coverages, would not be separately identified. 

In all other States the same limitations would apply with the additiona} 
limitations that our statistics cover only fire and extended coverage, but no 
allied lines (windstorm and hail, except growing crops, flood, grain, water 
damage, sprinkler leakage, explosion, including riot, civil commotion, vandalism 
and malicious mischief, earthquake and aircraft and vehicle damage to property) 

Companies not subscribers to the actuarial bureau, but reporting to it, do not 
show separately deviated business (except for nine States mentioned above 
or independent filings and the national board has no authority to request that 
such information be separately shown. 

We are now compiling all of the information that we have with respect to the 
first paragraph of your letter, which we will forward to you just as soon ag it 
has been compiled. 

Yours very truly, 
J. H. Frvneean, 
Manager, Actuarial Bureau, 


THE NATIONAL BoarD OF FIRE UNDER 
New York, August 25, 1959, 
Mr. Donatp P. McHvueu, 
Counsel, U.S. Senate Committee on the Judiciary, Subcommittee on Antitrust 
and Monopoly, Washington, D.C. 

Dear Mr. McHucH: With further reference to ours of August 10, we ar 
showing below for the years 1955-57, premiums reported to this office at manual 
rates as well as the premiums reported at deviation from manual. Separate 
figures are shown for fire and extended coverage. The data are for the continental 
United States, excluding Alaska. 





Fire Extended coverage 
Year 
At manual At deviation | At manual | At deviation 
rates from manual rates from manual 
NNT SN et og en ces n ae 1, 218, 369, 87 7,699,867 | 448, 987, 373 3, 518, 700 
efi weceeue------------0----| 1,280,850, 542} 10,684,785 | 478, 183, 408 6, 232, 396 
eee abet <n. 2 cssiccconcacccl SC aenouee 12,775,786 | 487,645, 751 6, 990, 912 





As mentioned in ours of August 10, these data do not reflect deviations in 
forms so that a company adding additional coverages but charging bureau 
rates would not report this business as deviated. Likewise, independent filings 
made at bureau rates but containing additional coverages would not be separately 
identified. 

Yours very truly, 
J. H. FINNEGAN, 
Manager, Actuarial Bureau. 
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State or New YORK, 
INSURANCE DEPARTMENT, 
New York, October 19, 1959. 
poxatp P. MaHvucn, Esq., 
counsel, Office of Hon. Joseph C. O'Mahoney, 
senate Office Building, Washington, D.C. 


Deak Mz. McHvucH: On August 10, Mr. Cantor forwarded you certain in- 
formation about premiums for fire and allied lines written by companies doing 
business in the State of New York. Since then, we have been able to werk up 
gome information on this matter in more detail, and I enclose three exhibits 
which we have prepared and which will supplement the material already fur- 


cmt 1 shows the distribution of fire and extended coverage premiums 
written in New York for the years 1952, 1957, and 1958 by member and sub- 
geriber companies of rating organizations and by companies whose writings are 
based upon independent rate filings. For the year 1958, we have also indicated 
the amount of dividends paid or credited to policyholders by participating stock, 
mutual, and reciprocal companies. 

The year 1952 was selected for comparison quite arbitrarily, and perhaps it 
might have been better to select an earlier year, say 1948. 

Moreover, the schedule excludes from the total net direct premiums the pay- 
ments collected by certain cooperative fire insurance companies, sometimes called 
town and country mutuals, which operate on an assessment basis. The total 
policy fees and net assessments during any year collected by these companies are 
comparable to premium collections and are substantial in the year 1958 for in- 
stance, these companies in New York collected a total of more than $6,200,000 in 
plicy fees and net assessments. These companies should be recognized as a 
source of competition for fire business. 

Footnote 1, to exhibit 1, gives a brief description of each rating organization 
making rates for fire and allied lines insurance. Compared with the rates of the 
New York Fire Insurance Rating Organization, it is clear that the rates of one of 
the other rating bureaus are approximately 15 percent lower. In the case of the 
other two rating bureaus, the ‘Mill and Elevator Bureau and the Factory Mutual 
Rating Bureau, the forms and schedules of these organizations are so different 
from those of NYFIRO that their rates cannot be feasibly compared. 

Exhibit 2 shows the distribution of fire and extended coverage premiums for 
dwelling classes in this State for 1957. This is the latest year for which such 
dassified statistics are available. Exhibit 3 is a similar summary for the year 
1958 for dwelling package policies written under homeowner multiple-peril forms. 
These of course are to a substantial degree competitive with the ordinary dwell- 
ing coverages. 

Sincerely yours, 


NEWELL G. ALFORD, JR., 
Deputy Superintendent. 
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EXHIBIT 2 








Fire and extended coverage, dwelling classes (009, 011, 019, and 029), New York 
State, 1957? 


_ 








Net direct Percent 
premiums of total 
written 











slcompanies (stock, mutual, advance premium, cooperatives, and reciprocals) - | $69, 062, 990 
\YFIRO: , , 
Written at uniform rates: 
Ee eens eer ar Dae ae --| 56,302,141 81, 52 
Mutual.------ -- . eel 6, 112, 621 8.85 
Participating stock _- aes 2 614, 000 | .89 
Written at deviating rates: 
Stock... -- SeeavescnscsescesussccEsesete scete tos 62, 576 . 09 
Mutual and advance premium cooperatives__.__.___._- “tt 2, 915, 459 4. 22 
Tnderwriters rating board: Advance-premium cooperatives -_- = 791, 280 1.15 
Independent filings: ; | 
REE ins onnt pisteriainieys ann och Reig t ahs tusnesapethictabedaatrnchedl | 2, 206, 246 8.19 
MAL. .---<----- wean en nn nn nn enon nn nnn nn ee non n+ oe nn oe ne oe eee ee 58, 667 - 08 
a i sp 
1 Codes: 


009—Household contents of dwellings, when written on separate policy 
019—Dwellings—buildings and contents, when both are written on same policy. 
029—Dwellings—buildings only—when written on separate policy. 
i1I—Seasonal dwellings, seasonal boarding and rooming houses, camps, auto courts, tourist cabins— 
buildings and contents. 
1 Estimated. 


ExuHisit 3 


Homeowners multiple-peril 1958 premiums written, New York State, 1958 
















































Net direct Per- | Dividends 
premiums | cent of | paid or cred- 
written total | ited to policy- 
| holders 
EE ch nana secs nesccnassecapscrachynanduaedasatécepeceh aan oso 
\YFIRO:! | 
Written at uniform bureau rates: 
Stock companies -- . Se eee ae UU 
Participating stock companies. .._.................-...--..- 835, 163 1.32 62, 218 
Written at deviating rates: stock companies____.._.___-- ma 1, 356 GP Takencnuace tee 
Tnnsportation Ins. Rating Bureau: ? 
ritten at same rates as NYFIRO mutual companies. -_-___- 7, 203, 373 15. 71 698, 419 


Written at deviating rates: Mutual companies and advance- | 
premium cooperatives : Be SA oe Fo COR Tee hf 1,649,442 | 3.60 
\merwriters Rating Board: ? Advance premium cooperatives__._- 22, 221 . ol 
ts: 


tock companies. Seti Mnné usieaeanih 2 ipehnoet eee cee amaend 5, 193,087 | 11.33 
Matual companies... .......-.- scncsdnacssiinetetnskyuh make ls 829, 883 


SP 1. soledsccas 
















‘Filing made by NYFIRO on behalf of specifically designated companies on a hand-in-hand basis with 
hand Marine Insurance Bureau and National Bureau of Casualty Underwriters. 
‘Licensed rating organization in this State, comprised of mutuals and advance-premium cooperative com- 
mies. Files same rating rules, forms, and rates as NYFIRO. 


‘Livensed rating organizations in this State; comprised of advanee premium cooperative companies. 
lies are approximately 15 percent less than N YFIRO. 
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NATIONAL ASSOCIATIONAL OF INDEPENDENT INSURERS 
Chicago, Ill., August j 
Mr. Donatp P. McHvueu, . 70, 1969 
Counsel, Subcommittee on Antitrust and Monopoly, Committee on the Judicig 
Old Senate Office Building, Washington, D.C. " 


Dear Mr. McHvueu: In response to your request of July 31 we are unable ty 
give you precisely the information you request, namely, the amount of fire 
allied lines premiums written at less than bureau rates. Under our Statistica] 
procedure we do not differentiate between so-called deviated premiums and 
bureau premiums. It can be assumed, however, that most of the Premiums 
collected under our statistical calls were written at less than bureau rates 

The premiums for the calendar years listed are as follows: ; 


Net direct premium 


thats cnet cveiitiencineissnis enna iceamaasiansoen anabitoniienestitéiitaaniebace 


It will be noted that our total fire and allied lines premiums collected unger 
our statistical plan are approximately 3 percent of the total business ip the 
Nation so if all of our premiums were written at deviated rates it would affect 
the total business approximately 3 percent. 

Sincerely yours, 
VesTaL LEMMON, General Manager, 


RoyAt-LIVERPOOL Grovp, 
New York, November 13, 1951, 

JAMES DONOVAN, Esq., 

Messrs. Watters € Donovan, 

New York, N.Y. 


Dear Mr. Donovan: As a result of the meeting of executives which was held 
recently, at which you acted as secretary, it was agreed that the various organi- 
zations represented would submit to you their suggestions as to the proposed 
creation of an integrated trade association which would embrace fire, casualty, 
marine and surety interests, together with their corresponding suggestions 
wo rearranging existing organizations in the business to accord with the new 
plan. 

I am pleased to submit our suggestions which are as follows: 


I, AMERICAN INSURANCE ASSOCIATION 


It is suggested that the Insurance Executives Association, Association of 
Casualty and Surety Companies and Inland Marine Underwriters Association 
be consolidated to form a new trade association to be known as the American 
Insurance Association. The purpose of the new association would be to 
provide a forum for discussion within the business of problems common to 
fire and allied lines, inland marine, marine, automobile, aviation, and casualty 
and surety business; to adopt common principles in reference to such problems; 
to conduct common public relations programs which will reflect the principles 
so adopted; to conduct loss prevention and safety campaigns; and to represent 
all segments of the business in making known common points of view with 
reference to pending legislation, either State or Federal. The underlying 
purpose of the association would be to avoid differences arising between various 
segments of the business and to avoid the duplication of facilities presently 
maintained by the separate trade associations. The various personnel of the 
existing associations would be integrated with the new one or with other exist- 
ing stock company organization. (Owing to the worldwide character of 
ocean marine operations and the relations which the American Institute of 
Marine Underwriters has with other marine institutes all over the world, it is 
not suggested that the American Institute of Marine Underwriters be consoli- 
dated into the new association, however it is intended that the new association 
will embrace ocean marine interests. ) 






















































951. 


THE INSURANCE INDUSTRY 4457 


The affairs of the new association would be directed by a “governing committee” 
which would give balanced representation to all of the above-mentioned segments 
of the business. In addition, there would be separate committees to give attention 

lems peculiar to each segment for the purpose of developing recommenda- 
tions for consideration by the governing committee. There would be a salaried 
ral manager, assistant general manager, general counsel, public relations 

r, public safety manager, and such other personnel as may be required. 

It is recognized that certain functions presently performed by the existing 
associations mentioned above are peculiar to their respective segments of the 
posiness and it would not be appropriate for these to be handled by the new asso- 
dation (an example of these is the formulation of recommendations as to rates 
and forms of coverage not involving any multiple line aspects). It is our sug- 

on that these functions should be transferred to the appropriate national 
bodies as mentioned below. It would be our suggestion that the A.I.A. 
qeate at the outset a special committee to review the purpose and functions of 
all stock-company bureaus and associations countrywide to the end of deciding 
m their abolition or transfer. 


II. NATIONAL BOARD OF FIRE UNDERWRITERS 


It is our suggestion that the existing National Board of Fire Underwriters be 
enverted into a national rating body to be known by the same name. The 
of the organization would be to serve as a forum for the development of 
tes and forms with respect to fire and allied lines of coverage; to make filings 
gfrates and forms on behalf of its member companies as required under the vari- 
us State laws ; to supervise the operations of local rating and inspection bureaus 
(all of which would be an integral part of the national organization) ; and to 
ellate statistics and make statistical filings on behalf of its member companies 
g required under the various State laws. 

The reasons for our suggestion that the existing National Board of Fire Under- 
writers be used as the nucleus for the new national rating body are as follows: 
Itpresently exercises several functions (e.g., town grading; actuarial bureau; 
de.) which are related to the making of fire rates; its wide membership and pres- 
tige will be of assistance in enabling the existing local fire rating organizations 
tobesubsumed under the new national body; it has its own building and possesses 
uiequate facilities to accomodate the new national rating body. 

Since the most important objective is to create a national forum for rating 
gbjects and a national medium through which rate filings can be made for those 
types of business which are interstate in character, it would not be proposed at 
the outset to make any great change in the nature of existing local rating bureaus 
which would continue to formulate and make local rate filings. However, since 
itis necessary to avoid having two stock company rating organizations in the 
ame jurisdiction for the same classes of business, each of the existing local fire 
ting organizations should, by appropriate action of their members, declare them- 
gives to be an integral part of the new national body (which relationship could 
thenceforth be evidenced by printing an appropriate legend on their existing let- 
trheads showing them to be “divisions” of the national body). In such manner 
teexisting fire rate filings in each jurisdiction would be left undisturbed (except 
fora confirmation by the national body to the supervising authorities that such 
aisting filings are being adopted by the national body as “successor” to the local 
mganization). Thus, the local organizations would continue to service their 
members and subscribers just as before, without any change in personnel or prac- 
tee, except that recognition would be given to the national body as the matrix. 
However, when a new rate filing is contemplated for a type of business interstate 
national in character, consideration of this subject would be given at the 
lational level and eventual filing would be made in the various States by the 
uutional body, these filings automatically superseding the former filings made by 
te local organizations. Thus, in the course of time, the national body would 
meceed to the functions of the local organizations in so far as the rating of 
utional subjects is concerned. It would be contemplated that the national body 
Wuld create special departments for handling each type of national business, 
vith an appropriate staff competent to render the service required (e.g., multiple 
beation business ; allied lines; F.1.A. filings; R.I.A. filings; oil pool filings; etc.) 
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One of the principal advantages of having a national body for rating PUrposes 
would be the creation of a national forum for discussion of all aspects of ating 
fire and allied lines of business, assuring uniformity of approach in all Sections 
of the country. Thus, one of the objectives of the national body should be 
introduction of uniform rating methods in all local jurisdictions, which could be 
done gradually after the systems have been properly tested. 

The existing governing committees of the local rating organizations w 
continue to function just as before but subject to the recognition of the Superior 
jurisdiction of the national body. In time, however, consideration of 
larger and more important aspects of rates for fire and allied lines woulg be 
divorced from the local governing committees and would be vested in the 
governing committee of the national body, the line of demarkation probabjy 
falling between those subjects which are purely local in character and those 
which assume regional or national proportions. Similarly, it may be expected 
that the local organizations would tend to become smaller both ag to 
of functions and size of personnel, the national body conversely tending to 
become larger. Although few economies would be realized at the oy 
eventually it should be possible to maintain local committees and local orgayj. 
zations at only a fraction of the present cost, with most of the existing redyp. 
aaa. in functional operation eliminated through centralization in the nation) 

y. 

Existing advisory organizations for fire or allied lines of business would tp 
unnecessary and these should be merged into the related departments of tig 
national body, with their functions being continued by committee the same ag 
before but under a different aegis. 

Membership in the national body would be limited to stock companies put 
subseribership would be open to any and all insurance carriers (stock, mutual, 
independent and reciprocal). Representation on the various committees (ie, 
the governing committee; the various national rating committees; and the local 
advisory committees) would be limited to members (i.e., stock companies), 
Hach member and subscriber would be permitted to specify various types of 
services required and assessments would be based upon the services recéivyad 
(¢.g., a carrier not writing multiple location business would pay no assessment 
for these services). The services would be broken down not only according 
to classes of business nationally rated but also as to geographical area for other 
classes, which would permit separate assessment for rating services received 
in the selected States where the member or subscriber does business. In order 
to avoid any break in continuity of membership or subscribership in existing 
local rating organizations, these would be deemed automatically to constitute 
membership or subscribership with respect to the services of the respective 
local division of the new national body, thus avoiding the confusion which 
would otherwise be attendant upon the creation of new membership and 
subscribership. 

The national body would apply for a license as a rating organization in all 
States which permit out-of-State rating organizations to function. In the five 
or six States which do not so permit, the national body would file as an advis- 
ory organization, if permitted under the State law, and in any event would act 
in an advisory capacity to the local State rating organization, either officially 
or unofficially (it would be hoped that the existence of a national body for 
rating fire and allied lines woud induce these five or six States to change their 
laws in this respect). 

In order to make the suggested plan clear, there is attached a diagram which 
purports to show the relationship between the various parts of the proposed 
national body, also showing transferal of certain existing organizations whos 
separate existence would be discontinued. 


Ill. NATIONAL BUREAU OF CASUALTY UNDERWRITERS 


Since this organization is already established on a national basis comparable 
to that which is proposed above for rating fire and allied lines of business, there 
would be no necessity for disturbing its status. 
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IV. INLAND MARINE INSURANCE BUREAU 


gince this rating organization is already established on a national basis, 
there would be no necessity for disturbing its status (however, certain func- 
tions DOW performed by the Inland Marine Underwriters Association which 
relate to rates and forms would be transferred to the IMIB, with the remain- 
ing trade association functions of the IMUA transferred to the new American 
Insurance Association, as indicated above). 


V. SURETY ASSOCIATION OF AMERICA 


Except for a change of name which would avoid any suggestion that it is 
a trade association and would accord more fully with its position as a rating 
pody for surety business, no change should be made in its status since it 
already operates along national lines. 


VI. MULTIPLE LINE RATING 


With the advent of the National Board of Fire Underwriters as a national 
rating body for fire and allied lines of business, and/with the existence of the 
three above-named organizations as national rating bodies for casualty, inland 
marine, and surety business, respectively, and the new American Insurance 
association as a forum for the formulation of uniform approaches to problems 
of rates and coverage transcending any one segment, it should be easily 

ible to establish procedures which would accommodate the orderly devel- 
ment of multiple line forms and rates. For example, a multiple-line com- 
mittee could be created in the AIA which would have for its purpose the 
development of recommendations with respect to multipleline rating plans 
and procedures. These recommendations, incorporated in a common plan or 
schedule, could then be submitted to the related national rating bodies for 
formal consideration and adoption, whereupon the plan or schedule would be 
fled by each of the national rating bodies for its own affected classes of 
business. Similarly, each national rating body would file supporting infor- 
mation as regards its own classes of business as affected by the common plan 
or schedule and would collate its own future statistics in reference to the same. 

Not the least of the AIA’s functions in this respeet would: be’ its determina- 
tion of the method and forum for the consideration of new forms of coverage 
to the end that “no jurisdiction” situations would be subject to complete top 
control. 

Yours very truly, 
H. C, Conicx, U.S. Manager. 
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New York Fire INSURANCE RATING ORGANIZATION, 
New York, N.Y., September 4, 1959. 
P. McHvueH, 
Me el, US. Senate Committee on the Judiciary, Subcommittee on Antitrust 
and Monopoly, Washington, D.C. 

Dear Mz McHUGH: At the hearing of the subcommittee held on August 11, you 
asked me (at line 9 on p. 1214 of the transcript) if I could tell you whether or 
not there was an underwriting loss for fire and allied lines for the year 1958. 
genator Hart also asked that we develop that information. Inasmuch as the 
fre and extended coverage tabulations made on page 11 of our filed statement 
(referred to in part at pp. 1211 and 1212 of the transcript),were based on New 
York State stock company experience, we have prepared the additional informa- 


iy Sutomobile retemaking 


7 tion requested on the same geographical territory. This information is tabulated 
b as follows : 
Ht SAINI. DOU cocsinnssreisacnstnconeniiitigretonibinameinntimineiiiiitia $3, 135, 000 
tt Extended coverage: Underwriting gain___.__-___-__________________ » 939, 
Homeowners multiple peril: Underwriting loss-...._._...........___ 2, 284, 000 
i? Commercial multiple peril: Underwriting gain-___._._._._.____________ 316, 000 
28 The net result is an underwriting loss of $164,000 for the year 1958 in New 
rk State. 
“However, we have computed the results of the stock company experience on a 
countrywide basis for the most recent 5-year period (1954-58) and the following 
are our findings : 
II “SUI a concrrncersacnctrencnconsenes capes neiencnentinanainiineantaeaditilbesbiinie $130, 301, 000 
Extended coverage: Underwriting loss__..._._................____ 241, 615, 000 
Homeowners multiple peril: Underwriting loss (statistics avail- 
able only for 1956-58 ) wr ne - $= + ~~ - + 20, 425, 000 
Commercial multiple peril: Underwriting loss (statistics available 
i ip fer 1066-68) .. inn nese eceonconsee 10, 866, 000 
By The net result for that 5-year period countrywide was an underwriting loss of 
Ri $142,605,000. 


We would like the record to indicate that we have answered your request for 
additional data on this subject. 


Very truly yours, 








QUESTIONNAIRE No. 1 


This questionnaire is directed to the responsible State insurance department 
(ficials to obtain information covering insurance regulatory activities. 
(If additional space required, please attach extra sheets to the questionnaire.) 


EGS a Ss 











I, DEPARTMENTAL CHARACTERISTICS 


1, Office of State insurance commissioner or superintendent 
a. Present incumbent: 


b. Term of offige: -..._-._____ OG a = TU oa 8 nS OR cn ee teen 
¢. Length of tenure in office by present incumbent: __._________ years. 
d. How selected : 


deeds 1. Appointed by Governor and confirmed by State legislature. 

eghonitaien 2. Appointed by Governor and not confirmed by State legisla- 
ture. 

ibiircienaneaes 3. Elected. 

9 4. Other (explain): 
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f. Previous employment history (5 years prior to taking office) : 


2. 
; —— 
Date | Nature of employment Position held 

meeares | rrr 
ee Sri Te oar ies TI 3. Re 

g. What previous employment or work experience would particularly establish 

the present incumbent’s qualifications as an administrator (identify and discuss 

RRO Fe ED, serrate tremerenmeree nee nee ~rerernenerrarrmenemcopmannnen 

reer  e a ee errors trot eeeryrente eri carrer ee 
buick ececaeie-nsseddiolea, Aad Readit chides siiienaiectadzetiis ciiaciaiciccn-ae men ~— 

“hh. Special professional qualifications of present incumbent (eg. lawye, 
eecomitant, actuary, etc.) : .... 405) i uisebe i tee wage Te ie 
1. Offion(s). now held in, NAIC: ——.-ncs-cmtesenenne-ee-=-anenmealaen ae 
siticueibicethe bivane ennai tibia lacaconpdibiins penipecioe a debainakaketeedoneteieitededs hasnt aie 3. Ratet 
nose | 4, Attorn 
Pre T ATTN ied Pilko oh oe UL MEL ea) OL eck, dk) BITTY.  Toweneeseee 5, Clerics 


a Concurrent employment or advisory connection with insurance companies 6 Other. 
or organizations held by any official on State insurance department. staff (eg, 

















board of directors, agent, consultant, etc.) : aD 

cargo F = ~ —— | special 

Name | Type of position held Company or organization CLU, ¢ 
wana elalinca | —a Orr as 

DOS UNE INT ie cen enc ones frscorrsesmnonnrnonsanrsersensanset|otescrcses coche ted mes 

k. List the three previousincumbentsinthisoffice: £2 6) 

e W 

Term of office in dure 

Name Address Present employment cneinhiba 





| 
| 























ndenkanedunwres | Pande see e eet el wast caw 
2. Departmental Staff 
Total Under Not under} Average f, E 
number civil civil annual 
service | service | 1957 salary 
s..1. Actuaries....-.---2---222<-22------------2--------]------------]----4 ~$ preprints ¢eope 2 ~} pgyytt~-g--e g. I 
Sn oe eoawesbuirkwesimnibnaelinasms< 22506] ams os an ean gigi 
3. Rate technicians 
4. ACOOPEIBGE. <n csc c ree eww ere ee 5 UL os, SG. hh a od ac eae bene 
BEE cc ccinennconcsdopunccdsdiubicbendatiecdeeie asked 4<450hup candace ate ee 
pi tat mtetiionn «B= Bee nethebhias iedaee sania ote bios teen -<eset1ee b. 1 
INE ea cael cl erieel ieee eriin a aniseed eaten naa 


b. What qualifications have you established for each of the following positions? 


Qualifications (describe) s it f 
1. Actuaries: Cor 
Sai ce essed sc hie cn ab cl i ence nn oo 

RIO © ooo ccc ctinircnduxsinmacl none nnn 


SEMOL 8 noc ctecanccinmnessnnaecnsesaeae elena 








Giscnss 





verage 
nnual 
7 salary 
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2. es Clibet 3 nn nk 8 tn Se etn ees eeibinctec len -- 


Average 
Number Previous employment beginning 
salary 





———_ 


1, Actuaries - -------------------------|-nnnnnnnnnnn| nnn nnn enn nnn ennnennn nnn nn nn nnn enone ee -|---------2- eee 
2, Examiners... -.---------------------|---0000----=|---2e ween enn n enn nanan anew enennneeeennenn| one e-e eee --=-e 
3, Rate technicians 








d. Does your department make worktime available for personnel to study for 
special professional examinations (e.g., actuarial exams, graduate work, CPCU, 
BEDE WOO S ccm ececeene FOO S eneniisnmenscioeneiapienanantnnsii 


Type of professional study Number of employees involved 





e, What specific research activities have your departmental personnel engaged 
in during the past 3 years? 











Published Approximate 
Title or subject number of 
man-hours 
Yes No 


f, How are your departmental examiners compensated? 
silane By salary paid direct by State. 
ee alee Per diem. 


sadaeecoaeooe Company pays direct. 
assess State pays direct. 


——e-- - - -  e 
TEAR ee see ese SS i epee A a eee eee ES at EIS Om OD GOSS AS EES GP ae AED Se > wep Eb eneneEE erence anerquenenanasapap ie qude 
ne ee ie eh at ae as oe eo io a ae Sb ot IS Oe St Oe ae Gen Se ey eremnineD Re ds Ge emeereNape aD Guanmsenanepes dean enes en 
O88 Se Se Oe = we eee ee eo ete a we eee ean ee ee ee ee ee ee ee ees 
nn on ww wn wn wn ew wn oe wo wo woe etwés 
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3. Approximate total operating budget (include only expenditures for i 
regulatory activities) 


$$ 


Salaries Travel Material Cc 
expense and supplies ome 


NSUTANG: 


In addition, please submit detail of receipts and expenses for last fiscal year 


4. Department activities 


a. Statistics relating to licensed companies: 


a 
For year ending 1957 


Premium tax 
receipts 


Life companies: 
Domestic: 
Oe A EE Se EET See Te ee 
Cee Ns Bos es a a i ie ke eencseee 
Fraternals 
Other 


Property and/or casualty companies: 
Domestic: 
oo. cea na canctees ana aaie dere endemar ab etndanenaeetaas eet Se saa a eee 
... Mutual (other than town and county mutuals) 
ints cnsiecn ab ncttn ins od etreiccn tian tem wnipian iinet lie tetas onde re Sac 
Blue Cross-Blue Shield or other nonprofit health insur- 
ance service associations 


Mutuals (other than town and county mutuals 
Reciprocals 


Multiple line companies (property and casualty underwriting authority): 
Domestic: 
Stocks 
Mutuals (other than town and county mutuals 
Reciprocals 


b. State your policy with regard to the frequency of the examination of domes. 
tic insurance companies (e.g., every year, every second year, etc.) : 


ce. Are companies which are to be examined notified in advance of the date when 
the examination will commence? Notified in advance. 
Not notified in advance. 
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@. Number of domestic companies not examined within the past 5 years: 
Number not 


Property and/or casualty companies : 


Vm (other than town and county mutuals) --..____ aes 


e New domestic companies chartered and licensed within State during past 
b years: 


<<x<—<X——— eee 
Total annual 


net direct 
Statewide 
premium 
volume of 
licensed 
companies 


Bec Cross-Blue Shield or other nonprofit health insur- 
ance service associations 


tiple 
lea (other than town and —— mutuals) 


f. Foreign and alien companies’ activities for admission and licensing during 
past 5 years : 


g. Applications for licenses during the past 5 years which were either denied 
@not acted upon (list) : 


nee 


Name of company Date of appli- Date of Check if not 
cation denial acted upon 
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h. Minimum capital and surplus requirements for licensing insurang 
companies : 


Requirement for— 





Life: 
Domestic: 
Steel 22222 0. ce cccece cece SUH 4. det! dot wot ~' weet Jos odd diate 
Mutual (nonassessable) 
Fraternal 
Foreign: 
Bt OO i. nt pbid-osnibeiage nt etnies Migoaiinn Biancianamaads Diet: iaiieldibicenanam idasch 
Mutual (honassessable) - 
Fraternal 
Fire only: 
Domestic: 
cated ieitiniekssuaiete Reankorinaniadgdesdenscnapassaees bulaaanbaaiecsee 
INNING) 5 ooo olan cnn dncaaanenccneancnnseseecusslinenaneuact aoe 
SR ROEINE (OtNOMNNIINEINO 665 oo sk ncn oapasnwerbsceeontainecduasés lnecacusccuecks Aen 
ll ae ee 
Ee cenet betaine Re capone be cddesiscusessalesuunabsccsecacelauceseeielneene 
ea h cick ccnemrwmanancsiesdsesonnuecadisassscceca. c.len 
PONIDNODDEN SEPRUNUIINRUNN) no Bocce nenesenecswedcsesceroucoasneuale isn 
Accident and si¢knesscompaniesonly; 6 Ne ee nnenminnnnnnee 
Domestic: 
hse cies Es pied eli pam eM cecmmuaiamad bite ae edatiaicnWaateeetoese 
I ed eee 
Reciprocal (nonassessable) 
Foreign: 
idk btn Benth adie ann Snead akasrnasaacsninsneesuliemein nessa becndiaee cua ae 
PEUPROL CROMROROUUNONO) <2 555555) ccc ccccczescccccccsccccsccccsstcabrassceceperesdine 
mociprogal (memanspennble) .< «<= << -i-2--2522222-c-cecscceecccsscsecesfcccsccccascces bell 
Automobile liability and physical damage only: ox 
Domestic: 
le Ren ian en oknaakensddcanbepadciwakwatandunsecaaeenaceed ion 
Mutual (nomassesshble).....5.5.....i<.050.202-22220250526222 
Reciprocal (nonassessable) 
Foreign: 
I Es hiiaciccntenstdiad: <nas iracnidincnescictec Aon al é 








tedden 








ROUDNA ROROUINIIRIIN) 0 .0c000656<incececcsnscnncanascascennesescaatiilulidiiea Jeanne. 
Reciproeal (nonassessable) 


Workmen’s compensation only: 
Domestic: 
Stock 


Reciprocal (nonassessable) 
Foreign: 

it ha ddtsidede Padrmkedidnpacancmenacusalandadenncuseuesscanndaadiieseee cee 

I ns ink ame deeedainonige dedi ckoade weds hedinue eee 

Reciprocal (nonassessable) 

Full multiple line license: 

Domestic: 

I facets ei iceland so intl ccna me 

PL RII 6. do cn ptnicinccanbamniicndannds ddd odédenenl hina ccdeskinass eee 

Reciprocal (nonassessable) 
Foreign: 

II sani casgsacabacesoistsnp a oipienclh iomsitcapon cea wie bebe asada alec ta es Jon lic cacaseasdls ies ova 

Mutual (nonassessable) -- 

Reciprocal (nonassessable) 








i. Domestic companies liquidated or fully reinsured during the past 5 years: 
Name of company: Reason for liquidation or reinsurance 


j. Licenses of any insurance companies, domestic or foreign revoked or 
suspended during the past 5 years: 











Name of company | Date revoked or Reason 
suspended 
ee — | sm a av ee 
| 





Supp 
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k. Mergers and acquisitions: List each instance within the past 5 years in- 
qolving acquisition of control of a domestic insurance company by another 
qrporation, or acquisition of control of one or more separate lines of the busi- 
ness Of a domestic insuance company by another corporation. Exclude all 
mergers OF acquisitions where companies had common management and owner- 
ship prior to the request for merger : 


een 








Total State Action Taken (check one) by 
Ni of acquired com- | annual pre- ss Insurance Department 
y or line (identifying |mium volume Name of acquiring ee ea 
vempany also if only line | of acquired corporation f 
is involved) company for Approved Disap- Not con- 
last available proved sidered 
year 





L List all State statutes which may be invoked against restraint of trade, 
monopolies or unfair trade practices in the insurance industry: _-....__.._____ 
“u With roterence to any of the practices subject to the statutes referred to 
in paragraph (1), submit the following date for the past 5 years: 


————— ——— .»> re—O“ Orr 


Name of company Tyre of practice | Action taken, for- | Final disposition, 
involved Statute invoked involved mal or otherwise | including penalty 
(if any) 


a a a a a a a a a a a a a a a a a a a a ro eo eee 


(Title of chief insurance officer) 


(Date) 


SUPPLEMENTARY INFORMATION SHEET FOR QUESTIONNAIRE No. 1 SUBMITTED TO 
STATE INSURANCE DEPARTMENTS 
DECEMBER 2, 1958. 


GENERAL STATEMENT 


Full, complete, and accurate information on each and every question should 
be the rule. 

If information called for in the question needs explanation, or amplification, 
you are urged to provide it in order that the staff of the subcommittee, in eval- 
wating the answers, be fully and completely informed relative to the matter. 
Make whatever narrative explanation you deem necessary relative to the answer 
to any question, which, in your judgement, is incomplete, misleading, or imac- 
curate without further explanation. 

If the space provided in the questionnaire is insufficient, provide the infor- 
mation on separate sheets of paper, properly identified, as a supplement to the 
questionnaire. This will be necessary in a number of instances. 


I, DEPARTMENTAL CHARACTERISTICS 


1, Is intended to include insurance supervisory official by whatever title, 
Le., commissioner, superintendent, director. 

a, Name only. 

b. Explain term; i.e., number of years, if so provided by law, at the pleasure 
of the Governor, or whatever the situation is in your State. 

¢. Explain tenure; i.e., present term, previous terms, etc. 

d. Explain method of selection; check 1, 2, or 3, if they apply, if not under 
4, explain, how selection is made by statute, or by custom as it applies to you. 


47932—60—pt. 8——-8 
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e. Annual salary: If the salary for the years designated is not s 
allocated to supervisory function of insurance regulation and includes Other 
functions and responsibilities, i.e., insurance commissioner and co 

of banking, give annual salary for the years requested as they apply to the Officg 
and title. If title and office has changed from 1953 through 1957, explain, 

The question applies to the office as such and not necessarily to the 
incumbent. The present incumbent may not have been in office from 1953 
through 1957. 

“f. Previous employment history (5 years prior to taking office) .” 

This question is intended to elicit information relative to the employment o 
occupation of the present incumbent for a period of 5 years prior to taking officg 
as insurance supervisory Official. 

The space allowed on the questionnaire may be inadquate to a proper 
tion of your activities. Set forth “employment” or occupation fully for th, 
period requested. 

“g. What previous employment,” etc., includes occupation. “The wor 
experience (which) would particularly qualify the present incumbent’s qualifi. 
cations as an administrator” may be a matter of judgment and opinion 
(“Identify and discuss nature of work’’) fully. 

“h. Special professional qualifications of present incumbent” means profes. 
sional qualifications of any kind possessed by present incumbent, i. e., “lawyer, 
accountant, actuary,” or any other. ; 

“i. Office(s) now held in NAIC:” The incumbent should expand this answer 
to include offices now or previously held, including all committee assignments 
and NAIC responsibilities during the incumbent’s present or previous terms of 
office as insurance supervisory official. 

j. Concurrent employment or advisory connection with insurance companies 
or organizations held by any official on State insurance department staff, ete., 
means “employment” or “advisory connection with” at the same time and du 
the period the “official” of the “State insurance department” is employed by 
the State. 

Explain fully if such is the case. 

k. No explanation or clarification required. 


2. Departmental staff 


a. Provide complete roster of all employees in the insurance departments 
by classification and work assignments. If designated, classes such as “1, 
Actuaries, 2. Examiners, 3. Rate technicans, 4. Attorneys” do not apply, supply 
information as it relates to your department using classes, etc., which are 
employed in your department. “Under civil service” is to be interpreted broad- 
ly and is meant to denote “job security” of your department employees, as 
provided for by statute. 

Temporary help used on occasion and positions provided for but not now 
filled should be referred to and designated in a supplemental memorandum. 
“6. Other” means all department employees, not otherwise designated. They 
should be listed by title and classification. 

“b. What qualifications have you established for each of the following posi- 
tions”: This question should read, “What qualifications have been established,” 
ete. 

If the question in the form in which it is asked does not apply to your 
department, so state. Provide information as it relates to your specific classi- 
fications related to the general functions indicated by the question. Personnel 
not performing duties related to the general functions named are not to be 
included. 

“b. Zone examiners:” under “2”: Examiners are qualified in accordance 
with NAIC Manual of Examinations. If qualifications have been established 
for “zone examiners” which differ from NAIC requirements, explain. 

“ce. New personnel added to the staff in 1957”: The classifications here given, 
again relate to general functions of a class of employee. Furnish the infor- 
mation as it relates to the classifications in your State, performing the general 
functions usually related to the designated classes. 

NoTe.—“Previous employment” need not be given for “clerical” classification. 
“New personnel” means anyone added to the department payroll; this includes 
replacements. 










































































THE INSURANCE INDUSTRY 4469 


d. If “worktime,” or money is provided to employees by the State or the depart- 
ment, all employees availing themselves of the opportunity to study for profes- 
examinations should be included. 
“e, What specific research activities have your department personnel engaged 
jp during the past 3 years?” This question includes all research by insurance 
ents of whatever kind other than routine day-to-day operations and 
ures, including participation in NAIC studies and research. 
“(, How are your departmental examiners compensated ? 
«“____By salary paid direct by State. 
«____Per diem. 


Develop the answers to this question as relates to the situation in your State. 
4n explanation of your system may be necessary. 
“g. If paid per diem, who pays your departmental examiners? 
«__._._Company pays direct. 
«___-State pays direct. 


The payment formulary may vary according to the number of conditions, i.e., 
tind of examination, etc.; explain fully. 

h. Because expense allowances may vary with kind of examinations involved 
wd may be determined differently according to other factors and considerations, 

system fully. 

“3 Pempomimate total operating budget (including only expenditures for 
insurance regulatory activities) .” 

Nore.—“Budget” means budget or appropriation, whichever is applicable. 

All figures should be on basis of fiscal rather than calendar year. Regard 
yar designated as that closest to fiscal year. If “budget” or appropriation is 

ded on other than a yearly basis “approximate” the fiscal year as nearly 

as possible. Where “budget” or appropriation includes other operations as well 
ys “insurance regulatory activities,’ approximate, if possible, and explain. 
If items cannot be segregated, say so. 

Nore.—‘“Receipts and expenses for the last fiscal year” may be provided in 
gmmary form and need not be submitted in “detail.” 


j, Department activities 


a. Statistics relating to licensed companies: 

Nore.—“Net premium volume” means net direct premium volume. “Net 
direct” means less return premium. The question calls for “premium tax 
reeipts” regardless of the governmental agency of the State which collects 
the tax. 

“Property and/or casualty companies”: This heading should be corrected to 
rad “Property or casualty companies,” and wherever this heading appears 
thereafter. 

"), State your policy with regard to the frequency of the examination of 
domestic insurance companies (e.g., every year, every second year, etc.).” 
Nore.—This question means a full scale, routine examination under normal 
onditions. An explanation should be made as to “examinations” conducted in 
gecial cases and under special or unusual conditions. Statutory provisions 
thould be cited as they relate to examinations. 

“ec. Are companies which are to be examined notified in advance of the date 
when the examination will commence? 

“____Notified in advance. 
“_..-Not notified in advance. 
“__._Other procedure (explain).” 

Nore—Delete and disregard “Other procedure.” It is, however, important 
that the answers given be explained carefully. When or where procedures 
wry depending on circumstances, explain. The checkmarks in the blanks 
povided without explanation of procedures may be incomplete and misleading. 
“d. Number of domestic companies not examined within the past 5 years:” 
Nore.—‘‘Property and/or casualty” companies should be corrected to read 
‘Property or casualty companies.” “Examined” means a full-scale examination 
mder normal conditions. Explain special conditions, if any, relating to special 
unusual examinations required and conducted for special reasons. 
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“e. New domestic companies chartered and licensed within State during Dast 
5 years: 


Total annng 
re 
Number Number voheen 
formed licensed licensed 
Companies 
(for year 
ending 1957) 
sate eS Rita cede toe aea tna 
Life: 
BUOGKSiiih i sie hi 6s oben ae. ee 
PI So. Sic eat nck bcc. ocak sso apmigb en NtS<teed= Sp gethkOareintendhe api neestee = eerie eee 
IB 6s 50h cp andd 692 91s ree aes oe = agi se eh owes ~ cons toeca ie bnhipp eran tee en 
Others ets 


Nors.—‘“Property. and/or casualty” should read “Property or easualty.” 

“f. Foreign companies’ activities for admission and licensing during pas 
5 years :” 

Nore.—“Number pending” should be added to the list for the years specified, 
“Number withdrawn” means number of ‘applicants who have withdrawn their 
applications for admission to do business. Whereas the words “f 
companies” appear in the questionnaire, alien companies should be included, 


“g. Applications for licenses during the past 5 years which were either denied 
or acted upon (list) : 





“Name of company Date of 


application 


Date of 


Cheek ifnot 
denial 


acted upon” 














Note.—If for any reason you feel that the disclosure of this information 
would be unduly harmful to the companies or to the administration of your 
department, please furnish the information requested in a separate letter with 
the request that the information be kept in confidence. 

“h. Minimum capital and surplus requirements for licensing insurance 
companies :” 

Notre.—Cite statutory requirements. If possible, use classifications of com- 
panies designated. If they are not applicable to your law, substitute company 
classifications as provided by the statutes of your State. If additional capital 
requirements are necessary and pertinent, explain fully. 

“i. Domestic companies liquidated or fully reinsured during the past 5 years;” 


“Name of company : Reason for liquidation or reinsurance” 


Note.—‘Fully reinsured” in this question means all the business en the books of 
the company. Hxplain special circumstances where desirable and necessary to 
adequate explanation. 

“j. Licenses of any insurance companies, domestic or foreign, revoked or sus- 
pended during the past 5 years. 


“Name of company a 
suspende: 





Date revoked or | Reason” 





Notr.—If for any reason you feel that the disclosure of this information would 
be unduly harmful to the companies or to the administration of your department, 
please furnish the information requested in a separate letter with the request that 
the information be kept in confidence. 

“k. Mergers and acquisitions :” 

Norr.—By “‘acqtisition of control” of one or more separate lines of the business 
in this context means to include “acquisition of control” through reinsurance “of 
one or more separate lines of ‘the business.” 

“). List all State statutés which may be invoked against restraint of trade, 
monopolies, or unfair trade practices in the insurance industry.” 





“m. 
in par 


Nam 


Baebes |. 


ne; on 
alia 








1 Dast 


— 


al annua) 
mium 
lume of 


eNsed 
Apanies 
iT Year 
ng 1957) 


rould 
nent, 


e “of 
rade, 
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“im. With reference to any of the practices subject to the statutes referred to 
in paragraph (1), submit the following data for the past 5 years: 








———————————— a a Ti ce nai 
Name of company Type of practice Action taken, Final disposition, 
involved Statute invoked involved formal or otherwise | including penalty 


if any) 





pet tnt 

Nore.—Only those cases in which formal legal proceedings were taken, i.e., by 
court action, need be given in reply to this inquiry. It will not be necessary to 
answer this question as it relates to any other action or proceedings employed 
to effectuate the statute. Furthermore, the question is limited to actions taken 
against companies only. 


Ce 
QUESTIONNAIRE No. 2 


This questionnaire is directed to responsible State insurance department 
officials to obtain information on rate regulatory activities. 
(If additional space is required, please attach extra sheets to questionnaire.) 


I. RATE SUPERVISION IN GENERAL 


A. Rate regulatory personnel: For each employee engaged in full- or part-time 
rate regulatory activities during 1958, including the following information 
(exclude all clerical) : 





Total number 


Percent of years of rate 
time devoted Number of regulatory 
Title to rate years employed; experience 
supervision | by department] (within and 
without 
department) 


ewe nen eww ee ee en a an en ee ee eee eee nn soe] geen ene eee nn) eee ee eee mene nn | ween ene enneeeee 


B. For the period April 1, 1959, through June 30, 1959, indicate the following 
information about rate filings, policy forms and endorsements, underwriting rules, 
statistical and rating plans. 









Rate filings All types Under- 
and of policy writing Statistical 
‘rating plans } forms and rules plans 
: ndorsements 
/eumnites ent Ave}. 1000... 2025). 5000sc00ss~s}as~ss cpp erleptncmmneice=en til caiaariaianisie 
es INN gS, ad ed ind ennanecmpen bnamenmennenenelieunremnaahuasa 
3: Number approved by affirmative action 


I a eo erate Sree cae eee dae eae 
4. Number which became effective without 
I a aaa 
i Nw iacsae fk cic chimes soso resale 
6. Number still pending departmental action 
cl i lit ioc llesPhin acca cial a oisiicains deed ara ea 
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0. Does the workload analyzed in question B above represent a fair sample of 
your annual workload? 


PU once NO. .ustles 
If no, please explain: ..... 2 nnn nnn 


D. For the period April 1, 1959, through June 30, 1959, indicate the folio 
about all types of complaints pending, received, or processed by your department: 


oa ee ee eee ee ee 


Number Number Number 
pendin, received disposed Nenberaia 
Apr. 1, 1 during during | June 30 ibs9 
period period , 


. Fire and allied lines, inland and ocean 
Ni cs ae ew Amik hah dh cade Sgillacionm Sc aanea panied to csianaceipar ain sl Aabtlas es pick ines aes biedebraece ipa 

Ie OUND UU an ag rin ccckcenn atransckaaning Mirawasenbicwitinelopsaiicamsiuatihci Le oe 

ET nn oo <a ch wknscccncdedgcuh sein gedit edaieeakanss asta snus akensalthldensekpheine sae 


. Automobile: 
IRM oS! oo. sien athaatiale pics pied an abaineatanbaetak ele ecivossmmainee a 
ey eee INO So ass io  h hda ec tbbhadccnssdebdacendwcbuns|acscaesducane nil wie 

7. Workmen’s compensation... -_......-.-.----|--------------]-- Siadisepeida et tltadide oi nincgg tees eee 

EEE SS EE SEES CSS ERS ARS, Rs, REI AEE ~ 

Cl atadendnelnatnnuacscacdbeneliatuitedneesstfeoccas sa. stn 

10. Accident and sickness: - 
@ Private indemnity plans__..........]...----------- ecto bid pieion sips dels auaae eee 

6) Blue Cross-Blue Shield or other 


nonprofit health insurance serv- 
ce plans 





Aomoon 
3 
° 
S 
cS 
pt 
Se 








RRND dikes op = akties eak ills scaaminadccafickotsscencanhles=toncskwudgieee 
Pe PT ee SRST oo “ce 0 ae ae 
Rd PY a oct gsccdene non sncbgeccondeabiontnerainsass)snceesqove-nn el giuensqsaig-sibedeianl 
RN. ahs oonig wd sO ae a aaa a wogheeeenan aweneeapiscescces cus eee nnn 
Nest banc inn ennnsinsicinidig tie noallic<siabanitinkwetirine danninaniibestbenane ae 
I wise bonne nnddeuadun nd ase mpeéhereieesatuliasamibanassaasbendceibewcksess aE 


E. For the period April 1, 1959, through June 30, 1959, indicate the following 
about all types of complaints pending, received, or processed by your department: 





Number Number re- | Number dis- | Number stil] 





Type of complaint pending ceived posed pending 
Apr. 1, 1959 June 30, 1959 
1, Licensed producers (agents, brokers, solici- 
oi kncemddtineseeshiavoumtienanaanls ioteennegehe<cabtamocesenapandlaumnncusgenateaeieiin 
I vet tic cnnsdnesbsceses Bie chenatsscctoesnenstacssas-Escbenkscckecteny Tas, 
Fi Fiickss nc deb ddhnibulicticnteanblardcouk pi camiddddesphelnesadicsania-Babepaiantcesddies u 
oD EIN ines icdnacnidekhodieansEndendssongeenslsascanndinabbeaibensemianliad 
& — SNUG OUI iin entnicenicdnn lenptnidncngnwdellincckucsucnestieqheneesiannairte 
‘ iiintiicinncncctcqeshvenpnasaquahanenubebeniacatedhnensesdessasabntaainetaannmanomiieneaae 


F. Does the workload analyzed in questions D and BE represent a fair sample of 
your annual workload relating to complaints? 


5 PR BO pe ia 


seececes 
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g. For the following classes of insurance furnish the following rate infor- 
mation : 
ee 


Approval 
by affirm- | Legal un- 
Rates Filing re- ative less dis- Statute 
Line or class regulated quired action re- | approved section 
(yes or no) | quired for | (yes or no) | involved 
legality 
(yes or no) 
| | | M_ | -__|—- 
1, Fire and allied lines... oa Ss embers eae ecg ee ee Benes Sede ee oe 
Open marine voree-+----------------]------------|------------]------------]-------- oti hitieans 
marine.-...--.---------- sence enw cenerensieewesesenwnsjectucesa oui hl 
4, Credit life insurance. ......---.....-...]---.-.------|------------]------- acres eh" ole $e 
5. 4. Ore Liability. wee c ema sense ns 4s [eesmme cnn wn slomnnsongenecleenenas cre s-fewcns does Sule femceemesucce 
6, Auto physical SE nitnicisindisnacelisiaierssnnchiiarmagnanaditmmek enna Sechacasaire sone siaueseta ; 
ee ci ciate tacos Rives widdlaca Scans cds peal ps aceon cs ed eid ocala co iene 
urglary and theft.....-.....--.--.---.|---------.--]-----~------]------------]------------]-------.-- an 
+ a emeral lability . Sag oahapsteatand esas ako ntsise Sloane neeel tnt sid Reaiomafaatien aaa npaaraeeira 
10. Accident and sickness: 
IE TROON ED DI 5 nae beeen 3 o> = bean en en ec fee~anenrer aes laveae ness iaeabeomesin 
(b) Blue Cross-Blue Shield or 
other nonprofit health insur- 
ance plans. - - ---- iain jo inal en icing aaa cml ieee aedanmaee 
. Bonds: 
I  scntmcm acne eiiiabuhsnbiaassl iiatdanicc ails lansiia aaa ; 
(6) Surety. --.---------- ccnnns an franebaceunassecnecamcan aa ihnaeed amie se RommmCepe iss heisiindcnaeeis 
12, Multiple line... -..----------------- is cnet efar-nunccn n'a ccs = rn an soca pb as arepais aes osetia oan deena Nae 
ema LOPE ETD DTTTT lee» 
Comment: .--....--------------------------------- 2-22-22 2-2 -- 2-2-2 oo + -- = +--+ waempggitistnicninenpiessiantn 2 
qqeed se sT sb sen ooo nes - 22 oe enon =e eee nn - een eee n ww en snes nnn e cere ren sawn we nnn et enennsssenene- = === 


H. Of those lines listed in F (above) not subject to rate regulation, furnish the 
following information (furnish statewide experience on earned basis; if not 
available on earned basis, furnish on ‘written basis) : 





Annual net direct premium volume 


Line of class of insurance 





I. Do you have information showing the loss ratio for the lines or classes of 
insurance listed in G (above) ? 


ee. MT etna 


J. How does your department regulate mail order insurance companies un- 
licensed in your State but doing business in your State? 


(@) With respect to rates: 


rs rane: ICONS ORDER I a issuing adnate 
~ (0) ‘With respect to company trade practices: ___._____.__________.-____ 
~ (@) With respect to financial and other requirements: ------------_---_- 


K. How does your department regulate surplus line insurance companies un- 
licensed in your State, but doing business in your State? 


_# pee CONN 0 TONND tain a nk cccen cnet eaenseeaseeanseeeNeaanee 
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L. How does your department regulate the business done by mail order jp 
other States of insurance companies licensed in your State? 


(@) With respect to rates: ~.-.---~--2-nne~aeeen- ne ---ewnnceenees 


i te ee a a re wr ee ee 


re ewww ww nnn ne, 


M. Does the insurance commissioner or his department have the authority 
under the laws to initiate action leading to rate revisions? ’ 


N. After a rate has been filed, may a competing compauy or the public examine 
all material filed before the department has officially acted on the filing? 


(a) According to the statutes? 


7 


eso ae 


et wee 


O. For the purpose of determining whether, under the statutes, rates aré inade- 
quate, excessive, or unfairly discriminatory, do you take into account the payment 
of dividends to the policyholders? 

Yesosudn as NO sits 
EE BOWE O mecsivss ict cacsepinctninrennivnniyiiminampenisitinte witnen en ni CET LS OG Sai 


eee ee 


P. List the hearings you have held on rate filings, rating plans, underwriting 
rules, and statistical plans from January 1, 1953, through December 31, 1957. 




















Appeal taken Transcript 
Hearing title Date i = 
Yes - No Yas No 
Cd, rine sibling imimuahed ied celione eae spel  igipaacnnnsthsandiaaliics 
RE NTR erserrrerrs-<ratrrer-teeeraytirene~Treitreretr nina 
Underwriting rule hearings____----2L[D773/III- STN 
Statistical plan hearings. ____-___-_--_-_-.|-2--LIILLL JT? 





Q. List the court actions involving review of rate regulatory deeisions made 
by your. department from January 1, 1953, through December 31, 1957. (Use 
additional sheets, if necessary. ) ! , 


Name of action Citation 


R. Fo 
the fol 
with yo 


—— 








----- 
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p. For the period from January 1, 1953, through December 31, 1957, indicate 
the following about rate filings made by rating bureaus for the lines indicated 


gith your department: 





Lr ss #8  — | 
Number of 
Number of | Number of | Number of filings 
Line filings filings filings | Opposed by 
received approved disapproved | independ- 
ents and/or 
deviators 





Fire and allied lines: 
ben 1953 


1957 


IEEE de it unneeecwmeksechouscnsaswe 
1. Burglary and theft: 
DP MGhbtckssntccccsaesdnadecceassssc 
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For the filings made during this period by bureaus and opposed by independen, 
or deviators, indicate: 


i 


Bureau I 
Date of filing Line involved co 
opposing 
is 


ee a a re ne eee re enn enna mene en eens eee e| ee een nee nee n a eee nw wwnwwensl enn. 
*Peeeney 


S. For the period from January 1, 1953, through December 31, 1957, indicate 
the following about fire and allied lines rate filings made by deviating, divideng 
paying, and independent companies with your department: 


ee 


Number of | Number of | Number of | Number of 
Year filings filings filings dis- filings 


received approved approved | opposed by 
bureaus 





For the filings made during this period by independents, deviators, and/or 
dividend paying companies, indicate: 





Independent 
Date of filing Line and | or deviating Burean 
class company opposing 
involved 








2, Ove 


4, Cr 


5, A 


6. 4 
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Dendents 7, Give the following information with respect to total business written by all 

‘panies doing business in your State for the lines and years noted. (Exclude 

ie town and eounty mutuals.) Give statewide experience only. If information in 
the form requested is not available, state this fact: 





lependent 

* deviator Lao lll. el ee 

Posing Net direct Underwrit 
Line premium |Total losses} Loss ratio | Expense |ing profit or 


earned incurred ratio loss (per- 





ee pagldianidbinaln\cnicke 
4, Credit life insurance: 
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T. Give the following information with respect to total business written by all 
companies doing business in your State for the lines and years noted.—Cop. 














Net direct , Underwrit. 

Line premium |Total losses} Loss ratio | Expense ing profit 
earned incurred ratio loss (per. 
| Centage) 

————— |} ——————qcqjr_ 








9. General liability: 
1953 _._-- he cooker aeOunne 
1964.....-- pobea nae eubiiedia 
B000.,..... : aan 
1956... _- caaaiite meee ca 


Total 
10. Accident and sickness: 
(a) Private indemnity plans: 
RR Se 
1954 Sa iaiadoieeak acl bone 


Peicebsccsae i a a tal 
(6) Blue Cross-Blue Shield or 
other nonprofit health insur- 
ance plans: 
a es i 
a Rich tea see 





ee 
11. Bonds: 
Fidelity bonds: 
1953 
a ees rel 
el 
1956_. _- sor bads deck ceisinte aman 








de oS 
Surety bonds: 





NE etait parctinsceacesinmua biases cig ascents mio seialeaag iain @ oc eons rw ee 

















by all 
Con, 


derwrit. 
Profit or 
8 (Der 
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<r ——----: 


y. Has your department adopted or approved any rules, orders, etc., which 
limit or otherwise affect the right of partial subscribership in rating organiza- 
tions? 

TO cep peen este INO mncccsiewe 
If answer yes, attach copy of rule or order, etc., and indicate the rating 
organization involved. 


w. Are independent or deviating companies required to conform to: 


(a) Bureau rates? Yes__-.-.. NO cro qcmuy 
(>) Bureau forms? Yes -_----. Si eserenms 
(c) Bureau rating plans. Yes -...-.. IND: scnicstoiniie 


If answer is yes on any line written in your State, attach the applicable 
rulings or statutes with appropriate comment, indicating line or lines 
involved. 


II. PROCEDURES EMPLOYED IN RATE REGULATION 


A. Set forth the administrative rules, regulations, and policies of your depart- 
ment establishing the data required in support of rate filings: 


ee ee a ee ee ee eee eee ee 
ee ee a ee eee 
ec ee eee 
oe ee a a ee ee ee eee ee eee 


B. Where statistics accompany the filing, answer the following: 








Territorial basis Expense | Underwrit- 














required (check 1) ratio? ing profit 
Number or loss? 
Line of years } 
required | | 
Statewide} Nation- | Yes | No | Yes | No 
wide 
Ne nanan oe daenhacudgalanenshonadiedsnmens ote seed | Fei as 
NDE see crete ck seca etateeeen ep Gect cab eatndin eqns nennasninonanean eet alae 
8, Automobile: 
SEE op isin ninacintnadnanieéecenuncbesc dasa feikee abt ites ie ate |--4--+|b-+---|--se- 
(6) Physical damage - seccnwnnsensonfouuaswicelionnectastinellh<cnened Rinses tan paes BREE asace 
é-Gmeral ligbility......--..-~- 20-2 eee neuen fees sce ceee| see squseue}sscsee sescfsssecs|...ssefoccace}scues- 
3c dg bie at lineal oem Raeiigal leanne aie a ae 
INN swiss smaniacinn aes al Riddenenseacsbeasan lead taanaelle De aie eee 
RSs races cane ss acs cess nines kn nsiscuninl inccdeneas tianutandadierni die ei 
§. Bonds: 
ER itinbdctanciannonsicneinasdassbiuiasimanaeenatamdaNadiade aaa Reem ee a ee ee 
EG iivkkanvucudaewens savidasudnébe | tide Sein chs ckenerendhinsoes ite a tnbebcheirats cuselcaieabetildialeseialtnalaaaa eamae 








0. Where statistics are used to support rate filings, what procedures do you 
employ to check their authenticity? 
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D. For the following lines and selected classes of business, what approximate fF. If 
percentage of your statewide net direct premium volume in 1957 was wri ating Ta 
(exclude town and county mutuals)? If your department does not have this (submit 
information, obtain it from statistical agencies or rating bureaus and indicas, | other 
this fact: 

—_- 
1957 total vo, 
net direct Percent _| less than full 
Line or class permium written at | bu rates 
volume full bureau (dividend, 
written rates deviating and 
statewide independent — 
companies 
) 1, Fire a 
a 9, Ocean 
5 BR Bare BE in a0 iin sini cen tte teesnecns deta de «och aaed oscalascittl Ale 4, Inland 
(a) Dwellings (national board class, Sept. 19, 1929) ..-.-]..-....--.----|---.2--- | 4, Credit 
(o) Farm property (national board class, 021). ....----.].--.--.-------]-----.---...__|__ 5, Auto! 
(c) Mercantile buildings (national board class 32, 41,); = | Jo 7777s" 6, Auto | 
I he a caine hI Tea easpat neh Eanes sad ees enonny spelen ob ts tienen 7, Work 
(d) Mexcantis contents (national board class2,36,51,} = # # =#§#| |o & -_ 
’ ’ , FOE FOS SO 645 SE FSS SESS 68 OES SEEBSESS HE BBS 048 5588005505106 COGS SC OSS CSCSOSEEES 9. ner 
S AGleskmeeet CC ee ih, Acide 
eek I RE ON aa bm on Ne soe be oe @) Pi 
(b) Motortruck cargo. .....-.....-- Wi Jabs Sea Diteubi6ah loaded scdeced Andodacccceascdhe: ane (0) B 
ee ee ae ee eee saninbens acide nasi d adieu oe fnaidisis hckcoales ae a 
(a) Private passenger: 9 1, Bond: 
(1) Bodily injury liability_..........--..--- Seat taneemewan tens londeceaascianiaee @) F 
(2) Property G@alhuge tiabiMity <0 2-222 622 2 2 foc b 2 ee (b) 8 
wes (3) Physical damage....-....------------------ pt cthihisinindiieiil seo alithabsdal a 12, Multi 
ommercial vehicles: a 
Ce arene ny GN 5 cc saensccaskquascaccsecassbsapeneusaue ene 
(2) Property damage lability... ...cccccm sss puddieciil se Le ‘If diff 
Cn NON IN i co = Ng an ned ao ‘If cate 
EEN GEE 3 icici crawtritrs eniiascacnsanaccedncsucshsapedesenecteen|sieidasbeus aia year? ..- 
pees ners ile NNNNNNGR | <2 2-55-5222 5-5] o os co 322. nafaseoncecuncacelren ee eesgeesoe- 
fe INNS CIN COTRUROE OS oi ove ewe v ewan ewe waleun wsencwsen=sawcasccs swerct easel ee Comm 
ey REE OD ORININND SE oa. onan a gilicn—-senccne+olesiaunss sqasenl ance ssoeeee==* 
(d) Comprehensive general liability. .........-...22..2-].--22222 22288 fee ef so 
ee ee a iv Svs eetisci ses cesenssccnsec fected ccndctces nuesescnssescetiee ee Gg. ¥ 
Sp er racs ss ercseecceseencscpeeuss WSSceRSERacdasscaeseuslansetacsnsnnceneee - 
ee ED 2 iin. ender eCaaSOhsbeddtecadenateboseceesenbancelaceuuséemesebenekeee HV 
Nn is cneepchncecuddduccocwa|uceeductcdécwslsadeceessceuctbeaae 
tka ace dca Wn aecna ai bere Neh dhknetinbnegkinaewent snibnnenentscininelteaeanae acnece: 
: —— ) Fidelit LY 
a SP ecesucuncasecneutgnewicusetdperepeteapeseredl penksanaminasss caore aceite weer 
TU INU: i ccngsthenannninsinemaminender tree ie yunnedllcuciedenancunncicnssineasasanenn diserin 


J. 
E. For each of the eight lines of coverage indicated in question D, list the have 
names of the five companies doing the largest voliime of biisiness in 1957 in your , a 
State and indicate the approximate percentage of the statewide premium volume 

written by each: 


Percent of 
statewide 
Name of company net direct 


Oe ee ww oo ORES ee ESE EEE EE SEER EEO OOO R HOS | ROHR ERO O HEH 
ee iw oe eo oo oo ES 88 ee OSE E EEE EEE RS ERE E OOOO OOS | HOO ORO OBES 


j 5B eS ereeemmenisee ss | 
ig| Bese cekerste gery 


j 
: 


ew oo oo a EEO EEE E ERE E ES | 8868 Oe 8S 8 8 EEE ESSE SEES EES SESE SESE SEES OS | HORROR OEE OOOH 
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f, If your department uses underwriting profit formulas as guides to evalu- 
ating rate levels for certain lines or classes of insurance, indicate the following 
submit this information according to the form requested below where possible; 
gherwise, explain in “comments” below) : 


a 


ee ..  i-- °° °4£  . . & Ix asntd AML eed oot Ee 





Date 
Percent for adopted 
Percent for | Percent for} adminis- | Percent for |and manner 
Lines ! profit catastro- tration losses adopted 
phe ? expense (e.g., hear- 
ing order, 
statutes) 
oe a ee 
ee eed MNeS......... 22-22. --fonn wn enw ne =| ono en nen on|eoecesooe sce coccenenecc-|onecececcese 
. re BD nna cwnccnnccewececcccewees ececoccccess occ ccesccccslooncssoussculececcccesecaloceccosccons 
% marine---.----------------------|------------|------------]------------|------------]------------ 
4 Credit life insurance - -.....--.---.--..-|.-..---...-- waren eee n--- wn ew | eo en nn on ne nn ween nee 
5, Auto liability....----------------------|--------2.--|------------|------------]------------]---- 22-2 
§, Auto physical damage---.--.--.-----.-|-...--------|------------]------------|------------]------------ 
7, Workmen’s compensation... -..........|..-.---.----|------------|------------|------------]------------ 
é Ta to iieaih ecinieedacei al ideistaiva sanedaiesdeanabtema tise idacc aeacaeae Seo 
General Fasnaanccncc~escanennasalaessnsnnnaana|annesnecennalmanenaunwetelsananesnessa ln sessceGine 
i, Accident and sickness: 


SE BE oniesneeeral ineasscoacacivasuannenseeteniitibsininitaninimanineatmenasdls 
(0) Blue Cross-Blue Shield or other 
RIND SECURED TINEO Nacsa cnnacleaccnnsiiendiccsonsicionubenccsiidéstllbenenaseios 


1, Bonds: 
(@@) Fidélity.....----------------------]------------|-------+-----|~----+-------|------------|------------ 


(o) Surety ..---------------------------|------------|------------|------------]------------|------------ 
2, Multiple line... ----------------------- sence ehrn eet apron On nay nen enonDen pena 


\[f different for classes within lines, please indicate. 
tIf catastrophe factor is allowed, must it be held in reserve or is it added to surplus at the end of each 


II G5 ihn ei ies icc dace ican dpc 
“J. How does your department verify the application and use of rates which 
have been filed? Indicate answer by check in appropriate column. 





Audited by | Audited by | Audited by 
Lines Not audited | insurance rating others 


epartments bureaus (dentify) 





(@) Private tadenenity sca Ras casi saps ca asked anaes ea cl seed alii daemon 


() Blue ae % ield or other non- 
pro fit health insurance plans 





LLL LLL OO CH ROH REESE EERE EEE EERE SESE EEE REE EEE 
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K. In individual accident and sickness insurance, what procedures ang 
ards do you employ to make certain that rates are not excessive or that Polig 
coverage isfair? Cite statutes and administrative rules. 

Standards on rate level: ~~-~---~--11L----21 22-2 


a a tree enn, 
wwe wma mnn., 


| — 














Date last ¢ 
Line of coverage by any State in. 

Name Address rated surance 
Ment (indigata 


WTP mene ence, 


M. Statistical agencies operating and/or licensed within State: 
——jane——oanpicet—s~iseneitinaenenetnpenaneellinnn 





Date las amined 

Line of coverage by on San in. 

Name Address rated surance depart. 
ment (indicate 
department) 





nee on en oe en ee entre rn em meen nen nen mane n enn s cnr er nen n era ara eee ren nesnn snes] a -cncnrmewnesnepsen 


N. Advisory agencies operating within State: 


Date last ex. 

Licensed | amined by 

Line of any. State 

Name Address coverage insnrance 
rated department 

(indicate 
department) 





O. For each of the organizations listed in questions L, M, and N, furnish the 
names and company affiliation of each member of the top policymaking or govern- 
ing board or committee as of January 1, 1959. 


Organization Top policy-making or gov- Company affiliation 
erning board or committee 





(Date) 





ee, 


; examined 
State in. 
e depart. 
indicate 
tment) 


es 
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q I, the undersigned, Director of Insurance of the State of Illinois, do hereby 


certify that the annexed instrament is a full, crue and correct copy of ________ 


now on file in and forming a part of the records of this department. 


in Testimony Where, | hereto wt my band 
and cause to be affixed the Seal of my office. 
Done at the City of Springheld, thia___- +t. 


WHat 
AU, USL 





47932 O-—60—pt. 8 9 
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STATE OF ILLINOIS 
WILLIAM G. STRATTON, GOVERNOR 
DEPARTMENT OF INSURANCE 
JOSEPH S. GERBER, DIRECTOR 
SPRINGFIELD 


The attached report of examination as of December 31, 1957 of 
the condition and affairs of the NATIONAL ASSOCIATION OF 
INDEPENDENT INSURERS, Chicago, Illinois, was recently completed 
by duly qualified examiners. 


Due consideration has been given to the comment of the examiners 
regarding the operation of the Organization and its financial 
condition as reflected from the report. The report is hereby as 
of this date adopted and filed and made an official record of th, 
Department. 


DEPARTMENT OF INSURANCE. 


Joseph S. Gerber, 
Director of Insurance. 


Dated this llth day of August, 1958. 
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I hereby certify that the attached 
report of examination dated June 6, 
1958 shows the condition and affairs 
of the NATIONAL ASSOCIATION OF INDE- 
PENDENT INSURERS, Chicago, Illinois, 


as of December 31, 1957. 


This report has been reviewed. 


W. T. Cordon, 
Chief Examiner. 


Dated this l4th day of August, 1958. 
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STATE 





THE INSURANCE INDUSTRY 


OF ILLINOIS 


WILLIAM G. STRATTON 
GOVERNOR 


ag = 


DEPARTMENT = OF INSURANCE 


SPRINGFIELD 


JOSEPH S&S. GERBER 
Director 


Honorable Joseph A. Humphreys 
Chairman, Committee on Examinations 
and Zone 1, National Association of 
Insurance Commissioners 

Boston 14, Massachusetts 


Honorable Charles F. Gold 
Commissioner of Insurance and 
Chairman of Zone 2, National 
Association of Insurance Commissioners 
Raleigh, North Carolina 


Honorable Rufus D. Hayes 
Commissioner of Insurance and 
Chairman of Zone 3, National 
Association of Insurance Commissioners 
Baton Rouge 4, Louisiana 


Honorable Joseph S. Gerber 
Director of Insurance 

State of llinois 

Springfield, Llinois 


Gentlemen: 


F. VERNON Ros 
AO8I8TANT Dinter, 


REPLY TO 


ROOM 1140. 160 NORTH La t 
SALLE stag | 


CHICAGO 1. ILLINOIS 
TELEPHONE Financing 6.2000 


June 6, 1958 


Honorable A. J. Jensen 
Commissioner of Insurance and 
Chairman of Zone 4, National Associatio, 
of Insurance Commissioners 
Bismarck, North Dakota 


Honorable Sam N. Beery 
Commissioner of Insurance and 
Chairman of Zone 5, National Association 
of Insurance Commissioners 

Denver, Colorado 


Honorable William A. Sullivan 
Commissioner of Insurance and 
Chairman of Zone 6, National Association 
of Insurance Commissioners 

Olympia, Washington 


Pursuant to authority vested in Illinois Association Warrant No. 4, dated April 25, 1958, 
and your several instructions, an examination has been made of the functions, condition 


and affairs of the 


NATIONAL ASSOCIATION OF INDEPENDENT INSURERS 


located in the City of Chicago, Illinois, and report of such examination is attached 


hereto. 


Respectfully submitted, 


State 
Rep! 


State 
Rep: 


Cur 
Stat 
Rep 
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State of Connecticut and 
Representing Zone 1, N.A.1.C. 





~Neville, Examiner 
State of West Virginia and 
Representing Zone 2, N,A.1, C, 





State of Tenn¢ssee and 
Representing Zone 3, N,A.1.C, 


INDUSTRY 


State of Oklahoma and 
Representing Zone 5, N.A.1.C. 






Rupeft B. Conrad, Examiner 
Commonwealth of Kentucky 
Representing Kentucky. 
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THE INSURANCE INDUSTRY 


STATE OF ILLINOIS ) 


) 
COUNTY OF COOK ) 


Leonard Erion, being first duly sworn, 
upon his oath deposes and says: 


That he is an examiner employed by the 
Department of Insurance of the State of Illinois 


That an examination was made of the 
affairs of the NATIONAL ASSOCIATION OF INDEPENDENT 
INSURERS of Chicago, Illinois, an Advisory Organization 
authorized under the laws of the State of Illinois, pursuant to 
authority vested in Warrant No. 4 issued by Joseph S. Gerber, 
Director of Insurance of the State o: Illinois 


That he was the examiner in charge of 
said examination and that the attached report of examination is 
a true and complete report of the condition of the above named 
Association on December 31, 1957, as determined by the 
examiners. 





xaminer in Charge 


Subscribed and sworn to before me this 


ttheu, of , A.D. 1958 





otary Public 


wriefly 


> 
le 
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EXAMINATION REPORT 


ss: June 6, 1958 
amu: No. 4 Advisory Organization 
QMTRATION OF : NATIONAL ASSOCIATION OF INDEPENDENT INSURERS 


30 West Monroe Street 
Chicago 3, Illinois 


1y:SSSED (DATE AND ACT): February 6, 1951, Article XXX of the 
Illinois Insurance Code entitled 
“Fire, Marine and Inland Marine Rates”. 
Effective October 1, 1947. 
ys OF LAST EXAMINATION : First Examination 
mgl0D COVERED BY THIS EXAMINATION: February 6, 1951 to and including 
December 31, 1957 
SUMMARY 
Information and data disclosed by this report of examination are 
iriefly gumarized as follows: 
1. The Association is an incorporated, not for profit, organization 
of independent insurance companies of every type of business 
| structure, who write fire and allied lines, casualty and inland 
marine insurance. 
2. It acts as a Trade Organization. 
3. It has authority to operate as an advisory organization in all 
states and territories whose laws provide for such. 
4, It is the statistical gathering and filing agency for its 
members and subscribers. 
5. It derives its income from assessments of members. 
6. It sponsors or opposes legislation affecting its members. 
; 7. It contributes to Traffic Safety programs and other programs 


beneficial to its members and the Insurance Industry. 
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SCOPE OF EXAMINATION 


The examination covers a review of the operations from February 6, 195] 
to and including December 31, 1957. 

It is the purpose of this report to present a comprehensive study of 
the functions, work and affairs of the Association under three principal phases, 
namely: 

(1) Objects 

(2) Method of Operation 

(3) Statistical Reporting 

The recorded minutes of the meetings of members and of the Board of 
Governors and of the Independent Statistical Service and its Governing Committee 
were reviewed for the period covered by this examination. The annual reports to 
members relative to operations and the Association's bylaws and the constitution 
of the Statistical Service were also reviewed. 

A comprehensive review was also made of the statistical gathering service 
rendered to members and subscribers for the States in which this date is filed. 

Income and disbursement items were checked for selected periods. Trial 
balances were compiled from the Association's ledger, for each of the years from 
1951 to 1957 inclusive. Selected accounts were traced and verified by supporting 
data and books of original entry. The Association had no invested assets at 
December 31, 1957. Cash in banks was verified by confirmation obtained direct 


from depositories and reconciled to the general ledger. 
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HISTORY 

after several preliminary meetings the meeting of the members who formed 
the Association was held on November 14, 1945. This meeting was attended by 
eighteen companies and one was represented by proxy. On September 25, 1946 the 
gecretary of State of Illinois issued a Certificate of Incorporation as provided 
by the General Not For Profit Corporation Act of Illinois approved July 17, 1943, 
in force January 1, 1944. 

On September 28, 1946 bylaws were adopted by the original Board of Directors 
and it was determined that the initial membership was to consist of forty-eight 
companies duly elected. 

On February 6, 1951 the Association was granted authority to operate as an 
avisory Organization by the Illinois Department of Insurance under Section 481 
of the Illinois Insurance Code. The Association as of the date of examination 
has qualified as an advisory organization in all states and territories and the 
District of Columbia except the State of Alabama, Mississippi, North Carolina 
ani Vermont whose laws do not provide for such status. 


The membership at December 31, 1957 consisted of 281 companies. 


OBJECTS AND PURPOSES 


The objects and purposes for which the Association is organized are: 

1. To preserve reasonable competition and thereby to encourage and safe- 
guard initiative, enterprise, improvement and development in the 
insurance industry under such reasonable govermental regulation as is 
essential for the protection of the public. 

2. To favor legislation which is consistent with such objects and 
purposes and to oppose legislation which violates them. 


3. To cooperate with public officials and legislative bodies to the end 


that these objects and purposes may be made effective. 
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To investigate matters of common interest to the mebership and to 
distribute information concerning such matters or things. 


To provide a forum for the discussion, study and solution of 


common problems. 


6. Generally, to protect and further the interests of the insuring 
public and independent companies in every proper way. 
METHOD OF OPERATION 
Management 


Management of the Association emanates from its members. 


Membership 


Membership in the Association consists of companies doing business in 
the United States which are engaged in writing fire, casualty or surety 


business. Applicants are elected to membership by a two-thirds (2/3) vote 


of the Board of Governors. 


A regular annual meeting is held in either the months of September, 


October, or November at such date, place, and time as designated by the 


Board of Governors. One third of the member companies constitutes a quorum 


and all matters considered at any meeting are determined by majority vote. 
All members are entitled to one vote on each matter submitted. Special meet- 
ings may be called by the President, Board of Governors or by twenty (20) 


per cent of the total number of member companies. 


The following were members as of the date of this examination: 
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ALABAMA 


Farm Bureau Mutual Casualty 
Insurance Company, Incorporated 
Montgomery » Alabama 


, Farm Bureau Mutual Insurance 
ted 

service, Incorpora 

ventgomery Alabama 


tapital Fire and Casualty Company 
, Alabama 


Colonial Mutual Insurance Company 
yooile , Alabama 


ARIZONA 
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Dixie Auto Insurance Co., Incorporated 
Anniston, Alabama 


General Mutual Insurance Co. 
Birmingham, Alabama 


Gulf American Fire and Casualty Co. 
Montgomery, Alabama 


Great Southwest Fire Insurance Company 


Phoenix, Arizona 
ARKANSAS 


jenkers Insurance Company 
Conway, Arkansas 


referred Risk Insurance Company 
fayetteville, Arkansas 


Riverside Insurance Company of America 
little Rock, Arkansas 


CALIFORNIA 


fal-Farm Insurance Company 
berkeley, California 


(iyil Service Employees Insurance Co. 
Sn Francisco, California 


COLORADO 


Allied National Insurance Company 
boulder, Colorado 


Centennial Casualty Company 
beaver 2, Colorado 


Colorado Farm Bureau Mut. Ins. Co. 
bnver 2, Colorado 


Colorado Insurance Company 
Boulder, Colorado 


(uaranty Mutual Insurance Company 
lenver 5, Colorado 


Select Risk Mutual Insurance Company 
Fayetteville, Arkansas 


Southwest Casualty Insurance Co. 
Fayetteville, Arkansas 


Republic Indemnity Company of America 
Los Angeles 38, California 


Transport Indemnity Company 
Los Angeles, California 


Guaranty National Insurance Company 
Denver 5, Colorado 


Intermountain Casualty Company 
Pueblo, Colorado 


Mountain Standard Insurance Company 
Denver, Colorado 


National Farmers Union Property 
and Casualty Company 
Denver, Colorado 


Western Standard Indemnity Company 
Denver 2, Colorado 
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DISTRICT OF COLUMBIA 


American Mercury Insurance Company 
Washington 8, District of Columbia 


Bankers Mutual Insurance Company 
Washington, District of Columbia 


Columbia Mutual Insurance Company 
Washington, District of Columbia 


FLORIDA 
American Bankers Insurance Company 
of Florida 
Miami 32, Florida 


American Fire and Casualty Company 
Orlando, Florida 


American Independent Reinsurance Co. 
Orlando, Florida 


American Title and Insurance Company 
Miami 32, Florida 


Atlantic National Insurance Co. 
Miami 35, Florida 


Public National Insurance Co. 
Miami 38, Florida 


State Fire & Casualty Company 
Miami 38, Floride 


GEORGIA 


American Southern Insurance Company 
Atlanta, Georgia 


Cotton States Mutual Insurance Company 
Atlanta, Georgia 


Employees Assurance Society 
Atlanta 5, Georgia 





Farm Bureau Mutual Insurance Co. 
of Idaho 
Pocatello, Idaho 


Government Employees Insurance (Co, 
Washington, District of Columbia 


National Mutual Insurance Company of 
District of Columbia 
Washington, District of Columbia 


Baloise Fire Insurance Company, Limiteg 
Miami 32, Florida 


Dependable Insurance Company, Inc. 
Jacksonville 7, Florida 


Equity General Insurance Company 
Miami 20, Florida 


Florida Building Material Insurance Exch, 
Orlando, Florida 


Insurance Company of the South 
Jacksonville, Florida 


Presidential Insurance Co. 
Palm Beach, Florida 


First of Georgia Fire & Casualty Co. 
Augusta, Georgia 


Progressive Fire Insurance Company 
Atlanta, Georgia 


Southern General Insurance Company 
Atlanta 1, Georgia 


Snake River Mutual Fire. Insurance Co. 
Boise, Idaho 


—~ 
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ILLINOIS 


ystate Insurance Company 
grote, DTlinois 


te Fire Insurance Company 
grokie, Illinois 


jperican Guarantee and Liability 
Ipsurance Company 
guicago 2, Illinois 


Mutual Insurance Company 
ee 25, TLlinois 


central Casualty Company 
(ricago, Tllinois 


irehange Casualty & Surety Company 
Chicago 4, Illinois 


Iterstate Fire & Casualty Company 
thicago, Illinois 


Casualty Company 
(hicago, Illinois 


jetison County Mutual Automobile 
surance Company 
wardsville, Illinois 


fercury Mutual Insurance Company 
Chicago, Illinois 


idland National Insurance Company 
ticago 4, Illinois 


id Union Indemnity Company 
gin, Dlinois 


INDIANA 


(msolidated Insurance Company 
Iiianapolis 4, Indiana 


fmco Insurance Company 
Soith Bend 24, Indiana 


Ibiiana Farmers Mutual Insurance Co. 
biianapolis, Indiana 


Iniiena Mutual Hail Insurance Co. 
Iiianapolis, Indiana 


International Auto. Insurance Assoc. 
Iiianapolis, Indiana 


Keridian Mut. Insurance Co. 
biianapolis 7, Indiana 
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Federal Mutual Insurance Company 
Decatur, Illinois 


Farmers Automobile Insurance Association 
Pekin, Illinois 


Freeport Insurance Company 
Freeport, Illinois 


Highway Insurance Company 
Chicago, Illinois 


Horace Mann Mutual Casualty Company 
Springfield, Lllinois 


Institutional Insurance Company of 
America 
Chicago, Illinois 


Poulsen Insurance Company of America 
Chicago 2, Illinois 


Reserve Insurance Company 
Chicago, Illinois 


Standard Mutual Insurance Company 
Springfield, Illinois 
State Farm Fire & Casualty Company 


Bloomington, Illinois 


State Farm Mutual Automobile Insurance Co. 
Bloomington, Illinois 


Zurich Insurance Company 
Chicago, Illinois 


Secured Insurance Company 
Indianapolis 6, Indiana 


Town and Country Mut. Ins. Co. 
Indianapolis, Indiana 


United Public Insurance Company 
Indianapolis 4, Indiana 


Vernon Fire and Casualty Insurance Co. 
Indianapolis, Indiana 


Wabash Fire and Casualty Insurance Co. 
Indianapolis, Indiana 
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IOWA 


Allied Mutual Casualty Company 
Des Moines, Iowa 


American Farmers Mutual Casualty Co. 
Des Moines, Iowa 


Central States Mutual Insurance Assoc. 
Mount Pleasant, Iowa 


Dubuque Fire and Marine Insurance Co. 
Dubuque, Iowa 


Farmers Elevator Mutual Insurance Co. 
Des Moines 9, Iowa 


Farmers Mutual Hail Insurance Co. 
of Iowa 
Des Moines, Iowa 


Farmers Mutual Reinsurance Co. 
Grinell, Iowa 


Hawkeye Mutual Hail Insurance Company 
Fort Dodge, Iowa 


Hawkeye Security Insurance Company 
Des Moines, Iowa 


Inter-Ocean Reinsurance Co. 
Cedar Rapids, Iowa 


Iowa Farm Mutual Insurance Co. 
Des Moines 9, Iowa 


Iowa Home Mutual Casualty Company 
Des Moines, Iowa 


KANSAS 


Alliance Mutual Casualty Company 
McPherson, Kansas 


Central Plains Insurance Company, Inc. 
Hutchinson, Kansas 


KENTUCKY 


Kentucky Farm Bureau Mut. Ins. Co. 
Louisville, Kentucky 


Lou ISIANA 


Audubon Insurance Company 
Baton Rouge, Louisiana 


Delta Fire and Casualty Co. 
Baton Rouge, Louisiana 
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American Mutual Insurance Co. 
Des Moines, Iowa 


Carriers Insurance Exchange 
Des Moines 9, Iowa 


Iowa Hardware Mutual Insurance Co, 
of Mason City, Iowa 
Mason City, Iowa 


Iowa Mutual Insurance Co. 
De Witt, Iowa 


Merchants Mutual Bonding Company 
Des Moines 12, Iowa 


Midwest American Mutual Insurance (o, 
Des Moines, Iowa 


Midwest Mutual Insurance Co. 
Des Moines, Iowa 


Mutual Fire & Automobile Insurance (po, 
Cedar Rapids, Iowa 


Preferred Risk Mutual Ins. Co. 
Des Moines 12, Iowa 


State Automobile & Casualty Underwriters 
Des Moines 8, Iowa 


Western Mutual Insurance Company 
Des Moines, Iowa 


Farm Bureau Mutual Insurance Co., Inc. 
Manhattan, Kansas 


Republic Mutual Fire Insurence Co. 
Kansas City 11, Kansas 


Kentucky Insurance Company 
Louisville, Kentucky 


Gulf Union Casualty Company 
Baton Rouge, Louisiana 
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MAINE 
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Maine Bonding and Casualty Company 


Portland, Maine 


MARYLAND 


Maryland Indemnity and Fire Insurance Exchange 


Baltimore 2, Maryland 


MASSACHUSETTS 


glectric Mutual Liability Insurance Company 
lynn, Massachusetts 


lexington Insurance Company 
poston, Massachusetts 


MICHIGAN 


juto-Owners Insurance Company 
lansing, Michigan 


Citizens Mutual Automobile Insurance Co. 
fowell, Michigan 

Detroit Automobile Inter-Insurance 
Exchange 

letroit 26, Michigan 


Detroit Mutual Automobile Insurance Co. 
Detroit 8, Michigan 


Bployers Casualty Underwriters 
Detroit 1, Michigan 


foremost Insurance Company 
Grand Rapids, Michigan 


MINNESOTA 


fserican Premier Insurance Company 
Rochester, Minnesota 


dmerican Reliable Insurance Co. 
Minneapolis 3, Minnesota 


Casualty Underwriters, Inc. 
St. Paul, Minnesota 


Great Northern Insurance Co. 
Minneapolis 1, Minnesota 


MISSISSIPPI 


Plymouth Reinsurance Company 
Boston, Massachusetts 


Michigan Mutual Autombile Insurance Co. 
Traverse City, Michigan 


Michigan Surety Company 
lansing 2, Michigan 


Preferred Insurance Company 
Grand Rapids 1, Michigan 


Wolverine Insurance Company 
Battle Creek, Michigan 


Wolverine Mutual Insurance Company 
Dowagiac, Michigan 


Minnesota Farm Bureau Mut. Cas. Co. 
St. Paul, Minnesota 

Minnesota Mutual Fire & Cas. Co. 
Minneapolis, Minnesota 


North Star Mutual Insurance Company 
Cottonwood, Minnesota 


Tri-State Mutual Insurance Co. 
Luverne, Minnesota 


Southern Farm Bureau Casualty Insurance Company 


Jackson, Mississippi 
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MISSOURI 


Allied Mutual Insurance Company 
Kansas City 6, Missouri 


American Transportation Insurance Co. 


Kansas City 10, Missouri 


Automobile Club Inter-Insurance Exch. 


St. Louis 8, Missouri 


Eagle Reciprocal Exchange 
Kansas City, Missouri 


Employers Reinsurance Corporation 
Kansas City, Missouri 


Farm Bureau Mut. Ins. Co. of Missouri 


Jefferson City, Missouri 


Holland America Insurance Company 
Kansas City 5, Missouri 


Insurance Company of St. Louis 
St. Louis 8, Missouri 


M.F.A. Mutual Insurance Company 
Columbia, Missouri 


Mid-America Fire and Marine 
Insurance Company 
Kansas City 5, Missouri 


MOMTAHA 


Midwestern Fire and Marine Insurance Co 


St. Louis &, Missouri 


Missouri Union Insurance Company 
Clayton, Missouri 


National Flood Underwriters 
Kansas City 1, Missouri 


St. Louis Fire and Marine Insurance (po, 
St. Louis 8, Missouri 


Transit Casualty Company 
St. Louis 1, Missouri 


Union Insurance Company of America, Ine, 
St. Louis, Missouri 


Universal Underwriters Insurance Company 
Kansas City 6, Missouri 


Utilities Insurance Company 
St. Louis 2, Missouri 


Washington Fire and Marine Insurance Co, 
St. Louis 8, Missouri 


Western Millers Mutual Insurance Co. 
Kansas City 5, Missouri 


Valley Mutual Fire Insurance Company 


Kalispell, Montana 


NEBRASKA 


Capital Mutual Insurance Company 
Lincoln 8, Nebraska 


Central National Insurance Company 
Qmaha, Nebraska 


Eepire Fire and Marine Automobile 
Insurance Company 
Omaha, Nebraska 


Farm Bureau Insurance Company 
of Nebraska 
Lincoln, Nebraska 


Farmers Mutual Insurance Co. of Nebraska 


Lincoln 8, Nebraska 


Motor Club Insurance Association 
Omaha, Nebraska 


National Fire & Marine Insurance Co. 
Qmaha 2, Nebraska 


National Indemity Company 
Omaha 31, Nebraska 


Nebraska Hardware Mutual Insurance Co. 
Lincoln, Nebraska 


Protective Fire and Casualty Company 
Seward, Nebraska 


Surety National Insurance Co. 
Omaha 7, Nebraska 


United Benefit Fire Insurance Co. 
Omaha 5, Nebraska 
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NEW HAMPSHIRE 


Farm Bureau Mutual Insurance Company 
Concord, New Hampshire 


NEW JERSEY 


Motor Club of America Insurance Company 
Newark 2, New Jersey 


NEW MEXICO 


Foundation Reserve Insurance Co., Inc. 
las Vegas, New Mexico 


of New Mexico Western Farm Bureau Mutual Insurance Co. 
las Vegas, New Mexico las Cruces, New Mexico 
NEW YORK 
general Mutual Insurance Company Lloyds, New York 
Albany, New York New York 5, New York 


NORTH CAROLINA 


jelk Stores Insurance Reciprocal Textile Insurance Company 
Charlotte 1, North Carolina High Point, North Carolina 


forth Carolina Farm Bureau Mutual 
Insurance Company 
greensboro, North Carolina 
NORTH DAKOTA 


Nodak Mutual Insurance Company 
Pargo, North Dakota 


OHIO 
Automobile Club Insurance Company Permanent Insurance Company 
Columbus 4, Ohio Akron, Ohio 
feacon Mutual Indemnity Company Pioneer Casualty Co. of Ohio 
Columbus 16, Ohio Columbus, Ohio 
Franklin Fire & Casualty Company Republic Indemnity Company 
Columbus, Ohio Columbus, Ohio 
Grange Mutual Casualty Company State Automobile Mutual Insurance Co. 
Columbus, Ohio Columbus 16, Ohio 
Mdvestern Indemnity Company Summit Fidelity and Surety Company 
Cincinnati 27, Ohio Akron, Ohio 
Ietionvide Mutual Fire Insurance Co. Western Reserve Mutual Casualty Co. 
Columbus, Ohio Wooster, Ohio 


Iationvide Mutual Insurance Company 
Columbus 16, Ohio 
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OKLAHOMA 


Farmers and Merchants Insurance Co. 
Tulsa, Oklahoma 


Oklahoma Farm Bureau Mutual Insurance Co. 


Oklahoma City, Oklahoma 


Mid-Continent Casualty Company 
Tulsa, Oklahoma 


Insurance Company of Oregon 
Portland 5, Oregon 


Oregon Automobile Insurance Company 
Portland 4, Oregon 


Oregon Farm Bureau Insurance Company 
Salem, Oregon 


PENNSYLVANIA 


Commonwealth Mutual Insurance Company 
Philadelphia, Pennsylvania 


Donegal Mutual Insurance Company 
Marietta, Pennsylvania 
Erie Insurance Exchange 


Erie, Pennsylvania 


Keystone Automobile Club Casualty Co. 
Philadelphia, Pennsylvania 


Mutual Benefit Insurance Company 
Huntingdon, Pennsylvania 


RHODE ISLAND 


American Universal Insurance Company 
Providence 6, Rhode Island 


SOUTH CAROLINA 


Atlantic and Gulf States Insurance Co., Inc. 


Easley, South Carolina 


Gibraltar Fire and Casualty Company 
Columbia, South Carolina 


Southern Home Insurance Company 
Greer, South Carolina 


Hercules Casualty Insurance Company 
Oklahoma City 5, Oklahoma 


Minnéhoma Insurance Company 
Tulsa, Oklahoma 


Southwestern Insurance Company 
Oklahoma City, Oklahoma 


Oregon Mutual Insurance Company 
McMinnville, Oregon 


Pioneer Mutual Insurance Company 
Hillsboro, Oregon 


Old Republic Insurance Company 
Greensburg, Pennsylvania 


Pennsylvania Threshermen and Farmers’ 
Mutual Casualty Insurance Co. 
Harrisburg, Pennsylvania 


State Security Insurance Company 
Pittsburg, Pennsylvania 


The Stuyvesant Insurance Company 
Allentown, Pennsylvania 


Stuyvesant Mutual Plate Glass 
Insurance Company 
Philadelphia, Pennsylvania 


Newfoundland American Insurance Co., ltd. 


Providence 6, Rhode Island 


National Fidelity Insurance Company 
Spartanburg, South Carolina 


The Surety Insurance Company 
Greenville, South Carolina 
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SOUTH DAKOTA 


ys lbank Mutual Insurance Company 
yilbank , South Dakota 


security General Insurance Company 
sioux Falls, South Dakota 


yonticello Insurance Company 
fashville, Tennessee 


jetional Service Fire Insurance Co. 
Yemphis 3, Tennessee 


Southern Fire and Casualty Company 
fooxville 11, Tennessee 


Agricultural Workers Mutual Auto 


Insurance Company 
fort Worth 6, Texas 


American Insurors 
fort Worth 6, Texas 


Builders and Bankers Insurance 
Corporation of America 
Austin, Texas 


Capital Insurance Company 
Austin, Texas 


Central Lloyds 
mrillo, Texas 


Comercial Insurance Company 
Amarillo, Texas 


Pioneer Casualty Company 
San Antonio 5, Texas 


Security General Insurance Co. 
Houston 6, Texas 


Southwestern Indemnity Company 
Waco, Texas 


VIRGINIA 


Wetual Bankers Insurance Co. 
levport News, Virginia 


Southern States Insurance Exchange 
Mehmond 13, Virginia 
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Sunshine Mutual Insurance Co. 
Sioux Falls, South Dakota 


Southern Title Insurance Co. 
Knoxville, Tennessee 


Tennessee Farmers Mutual Insurance Co. 
Columbia, Tennessee 


Dealers National Insurance Company 
Dallas 1, Texas 


Educators Automobile Insurance Co. 
Fort Worth, Texas 

Franklin American Insurance Co. 
Dallas 21, Texas 

Government Services Insurance Und. 


San Antonio 5, Texas 


Highway Insurance Underwriters 
Austin, Texas 


Lumbermen's Insurance Corporation 
lafkin, Texas 


Transport Insurance Company 
Dallas 19, Texas 


United Services Automobile Association 
San Antonio 8, Texas 


Universal Underwriters Lloyds 
Dallas 1, Texas 


Virginia Farm Bureau Mut. Ins. Co. 
Richmond 3, Virginia 


Virginia Mutual Insurance Co. 
Richmond 21, Virginia 
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WASHINGTON 


Farm Bureau Mutual Insurance Co. 
Spokane, Washington 


Farmers Mutual of Enumclaw 
Enumclaw, Washington 


Mayflower Insurance Exchange 
Seattle 1, Washington 


WEST VIRGINIA 


Crown Insurance Company 
Huntington, West Virginia 


Inland Mutual Insurance Co. 
Huntington, West Virginia 


WISCONSIN 


Badger State Mutual Casualty Company 
Milwaukee 16, Wisconsin 


Central Mutual Hail and Cyclone 
Insurance Company 
Hortonville, Wisconsin 


General Casualty Company of Wisconsin 
Madison, Wisconsin 


Great Lakes Mutual Fire and Marine 
Insurance Company 
Milwaukee, Wisconsin 


Heritage Mutual Insurance Co. 
Plymouth, Wisconsin 


Herman Mutual Insurance Co. 
Iron Ridge, Wisconsin 


WYOMING 
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Temperance Insurance Exchange 
Walla Walla, Washington 


Washington Farm Mutual Insurance (Co, 
Spokane, Washington 


Security Insurance Company 
Huntington, West Virginia 


Dairyland Mutual Insurance Co. 
Madison 1, Wisconsin 


Farmers Mutual Automobile Insurance (Co. 


Madison 1, Wisconsin 
Homestead Mutual Insurance Co. 
Appleton, Wisconsin 

Integrity Mutual Insurance Co. 
Appleton, Wisconsin 

Rural Mutual Insurance Co. 


Madison 1, Wisconsin 


Threshermen's Mutual Insurance Company 
Fond du lac, Wisconsin 


Wyoming Farm Bureau Mutual Insurance Co. 


laramie, Wyoming 
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orticers 


Officers are elected at the annual meeting and serve for one year or until 


their successors are elected. 


Officers serving at December 31, 1957 were as follows: 


President 


Vice President 


Vice President 


Vice President 


Vice President 


Vice President 


Vice President 


Vice President 


Vice President 


Vice President 


Vice President 


Vice President 


W. E. Howard, General Manager 
Kentucky Farm Bureau Mutual Insurance Co. 
Louisville, Kentucky 


John H. Carton, President 
Wolverine Insurance Company 
Battle Creek, Michigan 


L. H. Grinstead, President 
The Beacon Mutual Indemnity Company 
Columbus, Ohio 


Fenton A. S. Gentry, President 
Southern Fire and Casualty Company 
Knoxville, Tennessee 


Henry L. Moffett, Vice President 
Secured Insurance Company 
Indianapolis, Indiana 


Warren Nigh, Vice President & Secretary 
Government Employees Insurance Co. 
Washington, D.C. 


Robert J. McKee, Secretary & Treasurer 
Central National Insurance Company 
Omaha, Nebraska 


Carl M. Russell, President 
Meridian Mutual Insurance Co. 
Indianapolis, Indiana 


Alfred B. Smith, Assistant Secretary 
Pennsylvania Threshermen & Farmers 
Mutual Casualty Insurance Company 
Harrisburg, Pennsylvania 


John J. Nangle, President 
Utilities Insurance Company 
St. Louis, Missouri 


C. M. Fish, President 
Freeport Insurance Company 
Freeport, Illinois 


Ward Wright, Treasurer 
Farm Bureau Mutual Insurance Co., Inc. 
Manhattan, Kansas 
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Officers Cont'd 


Vice President 


Vice President 


Vice President 


Secretary 


Treasurer 


Assistant Secretary & 
Treasurer 
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Russell R. Wilson, President 
Casualty Underwriters, Inc. 
St. Paul, Minnesota 


H. O. Hirt, President 
Erie Insurance Exchange 
Erie, Pennsylvania 


A. Grant Whitney, Vice President 
Belk Stores Insurance Reciprocal 
Charlotte, North Carolina j 


J. Carl Suverkrup, Secretary & Treasurer 
Wabash Fire & Casualty Insurance Co. 
Indianapolis, Indiana i 


M. S. Dougherty, Jr., President 
Audubon Insurance Co. 
Baton Rouge, Louisiana 


Vestal Lemmon, General Manager 
National Association of Independent Insurers 
Chicago, Illinois 


The officers perform such duties as are usual to the offices held. 


Board of Governors 


The Board of Governors consists of 15 elected members and the past 


president. The elected members serve for a three year term of variant 


expirations. Of those elected each year, two shall represent stock companies, 


two shall represent mutual companies and one shall represent companies other 


than stock or mutual companies. 


Those serving on the Board of Governors on December 31, 1957 were as 


follows: 
Term Expires 
1958 
1958 
1958 


Name and Company 


Robert B. Goode, Exec. Vice President ! 
Allied Mutual Casualty Company 
Des Moines, Iowa 


lewis F. Miller, Asst. U. S. Manager 
Zurich Insurance Company 
Chicago, Illinois 


David Green, President 
Motor Club of America Insurance Co. 
Newark, New Jersey ' 
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Board of Governors Cont'd 
poard_of Cover 


Term 


1958 


1958 


j 1958 


1959 


1959 


1959 


1959 


1959 


1960 


1960 


1960 


1960 


1960 


ires 


(Past President ) 


Name and Company 


Joe C. Carrington, Atty-in-Fact 
Highway Insurance Underwriters 
Austin, Texas 


Irving J. Maurer, Treasurer 
Farmers Mutual Automobile Insurance Co. 
Madison, Wisconsin 


C. E. Cheever, President 
United Services Automobile Association 
San Antonio, Texas 


C. B. Kenney, Sr., Vice President 
Allstate Insurance Company 
Skokie, Dllinois 


H. E. Curry, Vice President 
State Farm Mutual Automobile Insurance Co. 
Bloomington, Illinois 


Walter L. Hays, President 
American Fire and Casualty Company 
Orlando, Florida 


Clyde Cecil, Manager 
Colorado Farm Bureau Mutual Insurance Co. 
Denver, Colorado 


W. E. McKee, Treasurer 
The State Automobile Insurance Association 
Des Moines, Iowa 


C. W. Leftwich, Vice President 
Nationwide Mutual Insurance Company 
Columbus, Ohio 


Preston Estep, President 
Transit Casualty Company 
St. Louis, Missouri 


Wm. C. Searl, Exec. Vice President 
Auto-Owners Insurance Company 
lansing, Michigan 


Paul R. Erickson, Counsel 
Detroit Automobile Inter-Insurance Exchange 
Detroit, Michigan 


W. A. Brooks, Vice President 
Oregon Automobile Insurance Company 
Portland, Oregon 
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Vacancies in the membership of the Board for any reason are filled for the 
unexpired term by the Board; and the Board shall elect to fill such vacancy an 
officer, director, employee, attorney or agent of a member company which is of 
the same type of company (stock company, mutual company or reciprocal company) 
as elected the member of the Board of Governors whose vacancy is to be filled. 
Eight members constitutes a quorum and matters are decided by a majority vote of 
those present. 

Powers of the Board of Governors 

The Board of Governors shall have the following powers: 

To appoint successors to fill the unexpired term of any office of the 
corporation vacated by death, resignation or removal of an officer. 

To determine within the limits of these bylaws the conditions upon which 
companies shall be admitted to the corporation. 

To authorize the appointment of such standing and special committees and 
advisory committees as may be deemed necessary, to provide for the manner of 
their appointment and to fix the terms of their service. 

To make, publish, administer and enforce any and all regulations and rules 
not inconsistent with these bylaws which it shall deem advisable for furthering 
the purposes and objects of the corporation. 

To do any and all other acts and things not specifically required in these 
bylaws to be done by others as it shall deem necessary or advisable for the 
conduct of the affairs or the protection of the interests of the corporation. 

To authorize voting by mail on any question by the Board of Governors or 
by the membership, and to adopt rules of procedure relating thereto; provided, 
however, that amendments to these bylaws shall not be adopted by mail vote. 

To authorize postponement of any meeting required by these bylaws to be 
held, whenever the Board of Governors determines that any federal, state or 


local lavs or regulations prohibit or would unduly interfere with the holding 


of any such meeting. 
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fo select, delegate duties to, remove and suspend an Executive Secretary 
or Manager and other employees, subordinates, assistants, clerks, attorneys, 
and agents or servants, and to determine their duties and compensation. 


Any ection of the Board of Governors shall be subject to review by the 


corporation and any such action shall be so reviewed at the written request of 
not less than 20% of the member companies provided such request is made to the 
President within 60 days after such action. 

In addition to the above, they shall have all other powers which may be 
exercised by & board of directors of a corporation organized under the General 
ot for Profit Corporation Act of Illinois. 

Other Committees 
The Board of Governors have appointed the following committees: 
Assigned Risk Committee 


Blanks and Uniform Accounting Committee 





Budget, Duesand Assessment Committee 
Casualty Statistical Committee 

Casualty Underwriting Committee 

Claim Study Committee 

Crop Hail Committee 

Defense Committee 

Financial Responsibility Laws Committee 
Fire and Marine Conmittee 

Fire and Marine Statistical Committee 
legislative Committee 


Liaison Committee (National Association of Independent Insurers 
and Midwestern Independent Statistical Service) 


Multiple Line Underwriting Committee 
National Affairs Committee 


Policy Forms Committee 
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Other Committees Cont'd 

Public Relations and Membership Committee 

Special Committee on Rate Regulation 

Reinsurance Committee 


Special Committee to Study Relationship between Fire Insurers 
and Lending Institutions 


Special Liaison Committee for Sales of Insurance on Military Bases 
State Advisory Committee on legislation and Administration 

State and Local Tax Study Committee 

Traffic Safety Policy Committee 

Sub-Committee on Traffic Safety (Technical) 

Uninsured Motorist Problem Committee 

United States Chamber of Commerce Committee 

Valuation of Securities Committee 


These Committees perform functions as their titles indicate and report to 


the Board of Governors. 
General er 

Conduct of the business and affairs of the Association is under the direction 
of a General Manager appointed by a majority vote of the Board of Governors. 
Mr. Vestal Lemmon has been serving in this capacity since his appointment in 1946. 
Mr. C. Spalding Southall serves as Assistant General Manager. 
le Counsel 

In 1955 the Board of Governors retained full time legal counsel. 
Mr. Arthur C. Mertz is presently serving in this capacity. 

ASSOCIATION RECORDS 

Minutes of the meetings of the members and minutes of the Board of Governors 

were reviewed for the period covered by this examination. Transaction of major 


importance have been properly reflected in the minutes and action of these 


bodies were in conformity with the bylaws. 
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TERRITORY AND FIELD OF OPERATIONS 
Certificates of Authority or letters of acknowledgment or approval have 
{ been received from supervising officials of the following states and territories 


in which the Association is authorized to operate as an advisory organization: 


Alaska Georgia 
Arizona Hawaii 

| Arkansas Idaho 

| California Illinois 
Colorado Indiana 
Connecticut Iowa 
District of Columbia Kansas 

Delaware Kentucky 

| Florida Louisiana 
Maine Oklahoma 

Maryland Oregon 
Massachusetts Pennsylvania 
Michigan Puerto Rico 
Minnesota Rhode Island 
Missouri South Carolina 
Montana South Dakota 

| Nebraska Tennessee 
Nevada Texas 
New Hampshire Utah 

) New Jersey Virginia 
New Mexico Washington 
New York West Virginia 
North Dakota Wisconsin 
Ohio Wyoming 
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Authorization files of each of the above states and territories were 
analyzed to determine if the National Association of Independent Insurers is 
properly qualified in each such state and territory to gather and compile 
statistics in behalf of its member and subscriber companies. 

The files clearly show that proper authorization had been issued to 
National Association of Independent Insurers by the respective supervising 
authorities, except in the States of Alabama, Mississippi, North Carolina and 
Vermont in which the Statutes do not provide for licensing of or issuing 
authorization to Advisory Organizations. 

FIDELITY BONDS AND INSURANCE 

A Primary Commercial Blanket Bond protects the organization against loss 
in the aggregate of $25,000.00 through the fraudulent or dishonest acts committed by any 
one or more employees in the service of the Association. 

The National Association of Independent Insurers also carries Forgery and 
check alteration insurance, Office Burglary and Robbery, Fire and Extended cover 
as well as full liability coverage. 

All bonds and insurance policies were reviewed and found properly executed 
by companies authorized to transact business in Illinois. 

EMPLOYEES' BENEFITS 

A formalized contributory retirement plan is in operation which provides 
retirement benefits for employees who elect to join the plan. It is under a 
trust agreement and individual insurance contracts are issued to each member 
participating. 

Salaried employees only are eligible and must be employed full time, have 
at least three years of employment, attain age thirty and be not over fifty 
five at time of entering employment with the organization. 


The employees’ contribution to the plan is on a graduated scale based on 


age and a certain percent of the salary. 
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Retirement is on the first of the calendar year nearest the sixty fifth 
birthday - The pension is for life and based upon the average salary for the 
preceding five years with a maximum limit of $7,200.00 and a minimum of 
twenty dollars a month. Special provision is made for reduced benefits at 
sixty or when a party has had not less than twenty years of continuous service. 

Upon voluntary termination of employment, an employee is entitled to 
the return of his contribution which has been deducted from his salary with 
the addition of two percent interest. 

After ten years in the organization certain elected benefits may accrue with 
a vested interest in the plan after fifteen years of membership. 

In connection with the retirement plan, life insurance protection may be 
purchased for employees wishing to pay the premium at standard rates. 

A plan is in force which provides hospital and surgical benefits for full 
time employees as well as for their dependents. For the purpose of this plan, 
dependents are defined as an employee's wife and unmarried children below the 
age of eighteen. Employees are eligible for these benefits when they accept 
employment with the organization. The plan provides payments for certain 
hospital charges and also benefits for surgical operations. 


Payments to both 


hospital and the surgeon are determined by a schedule of benefits. The cost of 
the plan is maintained by the Association after the first year of employment. 
During the first year the employee contributes one half to the cost. 


INCOME 





The Association derives its income from an assessment based on direct 
premiums written by the member company and the number of states in which it 
operates. The average assessment for 1957 was 1/37 of one per cent of direct 
preniums written. 

The Association also collects on a voluntary basis from the interested 


companies funds for special purposes to be disbursed for the benefit of the 
contributing companies. 
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FINANCIAL Tre A 
The Association records all income and disbursement items and accounts are bs statist 
audited annually by a firm of consulting actuaries and accountants. Books and complex re 
records were examined for all years since the organization's inception with the : 
' 
special emphasis being placed on the year ending December 31, 1957. gubscr'iber 
The Association received during the year ending December 31, 1957, te 4 
$752,124.44 and made disbursements of $724,410.40; the remaining amount of safety Pr 
$27,704.04 was added to its working fund. 

Bank balances were confirmed by direct correspondence with the depositories The | 
and reconciled to the records of the Association. tee” 4 
GENERAL COMMENTS the varion 

The Association Membership consists of independent insurance companies of schedule 


every type of business structure; stock, mutual, reciprocal and Lloyds, using 
every type of merchandising system that has so far been devised for sale of fire 
and allied lines, casualty and inland marine insurance. 

The Association keeps a constant vigilance for its members in the defense of 
matters which might effect them. 

The Association serves as the voice of the independent company before the 
public, before State and Federal governments, before the State Insurance 
Commissioners, and before the insurance industry. 

The Association thru periodic or general letters advise its members of 
important rulings and orders of state regulatory officials, of key judicial 
decisions and of significant trends. 

The Association not only keeps its members informed; it also takes affirmative 
steps to protect their interest. This involves work in State and Federal legis- 
latures, in State Insurance Departments, with the insurance fraternity and before 
the general public. It avails itself of every opportunity to confer with 


legislative councils, state regulatory officials and others during formative 


stages of legislation. 
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fhe Association is an integral part of the members' underwriting apparatus. 
fg statistical and advisory agency it aids its members in complying with the 
complex requirements that are involved in present day rate regulation. 

The Association is the statistical filing agency for its members and 
gubscribers - 

The Association takes an active interest in traffic safety and supports 
safety programs with financial assistance. 

STATISTICS 

The Association has set up a department known as "Independent Statistical 
gervice” to consolidate its members and subscribers experience as required by 
the various state rating laws covering the lines enumerated in the following 


schedule : 
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yidvesterD Independent Statistical Service 


There is no corporate relationship between the Midwestern Independent 
statistical Service and the National Association of Independent Insurers. There 
is however an agreement between the two organizations which provides that the 
yavestern Independent Statistical Service is privileged to use the statistical 
plans 88 promulgated by the National Association of Independent Insurers for 
collecting statistics in connection with the experience developed on Inland 
yerine and general casualty lines other than boiler and machinery and workmen's 
compensation as written by the member companies of Midwestern Independent 


statistical Service in the following states: 


Colorado Minnesota 
Illinois Nebraska 
Indiana North Dakota 
Iowa Ohio 
Kansas South Dakota 
Kentucky Wisconsin 
Michigan Wyoming 
Subscribers 


Subscribers are companies who desire statistical service only. The following 


yere subscribers on December 31, 1957. 


CALIFORNIA 
femers Insurance Exchange Interstate Indemnity Co. 
los Angeles, California Los Angeles, California 
Mnancial Indemnity Co. Mid-Century Insurance Co. 
los Angeles, California los Angeles, California 
Mre Insurance Exchange Truck Insurance Exchange 
los Angeles, California los Angeles, California 

CONNECTICUT 


Resolute Insurance Co. 
lartford, Connecticut 
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FLORIDA 


Florida Farm Bureau Mutual Insurance Co. 
Gainesville, Florida 


GECRGIA 

American Security Insurance Co. 
Atlanta, Georgia 

ILLINOIS 
Great Central Insurance Co. Motor Vehicle Casualty Co. 
Peoria, Illinois Elmhurst, Illinois 
Millers Mutual Ins. Assn. of Illinois Underwriters Insurance Co. 
Alton, Illinois Chicago, Dlinois 
Security Mutual Casualty Co. 
Chicago, Illinois 

INDIANA 
American States Insurance Co. State Automobile Insurance Association 
Indianapolis, Indiana Indianapolis, Indiana 
Citizens United Insurance Co. 
Indianapolis, Indiana 

IOWA 

Employers Mutual Casualty Co. Square Deal Insurance Co. 
Des Moines, Iowa Des Moines, Iowa 
Industrial Insurance Co. United Security Insurance Co. 
Des Moines, Iowa Des Moines, Iowa 
Mill Owners Mutual Insurance Co. 
Des Moines, Iowa 

KANSAS 
Kansas Bankers Surety Co. Western Fire Insurance Co. 
Topeka, Kansas Port Scott, Kansas 
The Western Casualty & Surety Co. 
Fort Scott, Kansas 

MICHIGAN 


Wolverine Mutual Fire Insurance Co. 
Dowagiac, Michigan 
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NEBRASKA 


imperial Casualty & Indemnity Co. 
ombe, Nebraska 


standard Reliance Insurance Co. 
Lincoln, Nebraska 


Insurance Co. 
st, Paul, Minnesota 


MISSOURI 


casualty Reciprocal Exchange 
Iansas City, Missouri 


Equity Mutual Insurance Co. 
fansas City, Missouri 


Central Mutual Casualty Co. 
Kansas City, Missouri 


puckeye Union Casualty Co. 
Columbus, Ohio 


puckeye Union Fire Insurance Co. 
Columbus, Ohio 


Celina Mutual Insurance Co. 
Celina, Ohio 


feyflower Insurance Co. 
Columbus, Ohio 


PENNSYLVANIA 


Sylvania Mutual Plate Glass Insurance Co. 
Philadelphia, Pa. 


TENNESSEE 


Interstate Fire Insurance Co. 
Chattanooga, Tennessee 


Cmsolidated Lloyds 
Dallas, Texas 


South Texas Lloyds 
kustin, Texas 


4519 


Union Insurance Co. 
lincoln, Nebraska 


Universal Surety Co. 
Lincoln, Nebraska 


Reciprocal Exchange 
Kansas City, Missouri 


Universal Underwriters 
Kansas City, Missouri 


Motorists Mutual Insurance Co. 
Columbus, Ohio 


The National Mutual Insurance Co. 
Celina, Ohio 


Ohio Farmers Indemnity Co. 
LeRoy, Ohio 


Ohio Farmers Insurance Co. 
le Roy, Ohio 


Western American Insurance Co. 
Hamilton, Qhio 


Southern Insurance Co. 
Dallas, Texas 
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VIRGINIA 

American Fidelity & Casualty Co. American Fidelity Fire Insurance (o, 
Richmond, Virginia Richmond, Virginia 

WASHINGTON 
First National Insurance Co. of America Safeco Insurance Co. of America 
Seattle, Washington Seattle, Washington 
General Casualty Co. of America United Pacific Insurance Co. 
Seattle, Washington Tacoma, Washington 
General Insurance Co. Western Pacific Insurance Co. 
Seattle, Washington Seattle, Washington 
Northwestern Mutual Insurance Co. 
Seattle, Washington 

WISCONSIN 
Badger Mutual Insurance Co. Midland Mutual Casualty Insurance Co, 


Milwaukee, Wisconsin Juneau, Wisconsin 
Country Mutual Insurance Co. 
Milwaukee, Wisconsin Juneau, Wisconsin 
Market Mens Mutual Insurance Co. 

Milwaukee, Wisconsin 


Wisconsin Farmers' Mutual Insurance (po, 
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secuary 


The Independent Statistical Service employs J. F. Gill as its actuary. 


STATISTICAL REPORTING 
casualty Lines 

The Association has designed a simplified statistical plan setting up codes 
tor all casualty coverages for the use of its members and subscribers. It 
ipeludes collating charts for transferring National Automobile Underwriters 
jssociation and National Bureau Casualty Underwriters codes to those used in 
the plan for the benefit of members and subscribers who have formerly compiled 
their experience under the plans of those associations. 

Under the plan a call, which has been previously approved by the individual 
states, is sent each member and subscriber during the month of January each year, 
o shortly thereafter depending upon the date of receiving state approval. The 
sll asks for the filing of experience for the preceding calendar year, by policy 
year and line, as set out in the plan, accompanied with a notarized affidavit 
ertifying its accuracy. 

When the submission of experience by the companies is received by the 
jsociation it is carefully audited. Any incorrect item is cleared or corrected 
ty correspondence with the proper company official. When all errors have been 
eliminated the individual company experience is combined, by state and classification, 
vith that received from other member and subscribers. With few exceptions, the 
state experience filed with the various states includes all the experience of its 
mabers and subscribers, since the Association makes every effort to see to it 
tet every company reports its experience each year. 

Approximately 70% of the company experience is submitted on summary punched 
amis. The balance of the experience submitted is received in the form of type- 
witten classification totals. These totals are punched in cards by the 
Wsoclation's statistical service operators. The cards are then audited in the 


we vay as the summary cards received direct from the companies, and then 
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combined with them. A total is established for each company submission and all 
operations thereafter are balanced to this total, or to the combined totals of 
the companies included in the operation. 

All these operations were test checked under the reports of several states, 
separated geographically throughout the country, to an extent deemed necessary 
to establish the accuracy of the experience submitted to the various states. 

The experience filed by the Association for casualty lines each year covers 
the current and the two preceding years. It is filed by classification and 
includes, under these headings, earned premium as of December 3lst of the current 
year and incurred losses valued as of March 3lst of the year of the call, for 
each of the policy years covered. Lom Ratios are shown, also by policy year and 
classification, on an earned premium to incurred loss basis including losses in 
excess of basic limits. 

The experience report filed with each state includes a schedule showing the 
companies whose experience are included in the report. 

Fire and Allied Lines 

Requests for the experience in the Fire and Allied Lines are made fram 
each company as required by the various state rating laws. This information is 
furnished by a manual listing of the writings or by a tabulated run, accompanied 
by a signed statement as to its accuracy. 

The listings are made by major peril code giving the direct premiums written, 
direct losses paid together with any other essential information. The coding is 
done according to the standard classification approved by The National Association 
of Insurance Commissioners. 

The experience by company when received is reviewed to insure the accuracy 
of the consolidated results. After the data furnished by the companies has been 
audited, this experience data is transferred to pumch cards. Listings are then 
prepared for use in the build up of the company figures by states. 


The experience for fire and allied lines and covering the calendar year, 
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together with a five year period are furnished the various states and also the 
sender companies . Wherever necessary, additional exhibits covering earned and 
incurred figures are made. 

As a test of the compilation of the data, the classified experience by company 
wi state was checked for selected states representing various sections of the 
thited States. This information was followed from the tabulation into the state 
books and then to the final summary which gives the experience by state and 
countrywide according to major peril and by groups. On the test no errors were 
noted. 
fiscellaneous Lines 

Burglary, Robbery and Theft 

Plate Glass 

Inland Marine 

Crop-Hail 

fests similar to those performed for the fire and allied lines or casualty 
lines were made for selected states and companies. No variation of any consequence 
yas developed . 

of Statistical ense 

Members or subscribers who use the statistical service share the expense on 
the following basis, 50% being equally divided by the members and subscribers and 
50h being divided on a premiums written basis. Based on the 1956 call, participants 
paid approximately 1/45 of one percent of each premium dollar for this service. 


In 1957, $179,238.81 was collected for this service and $139,114.79 disbursed, 


the difference being added to the working fund. 
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SUMMARY OF NATIONWIDE EXPERIENCE BASED ON 


DATA SUBMITTED BY REPORTING COMPANIES 


Fire and Allied Lines 


Other Major Classes 


Burglary, Robbery and Theft 


Inland Marine 


Plate Glass 


Crop-Hail (By Seasons ) 


*Liability Other Than Auto 


*Calendar 
Year 


1952-56 


Calendar 
Year 


1953 
1954 
1955 


1953 
1954 
1955 


1953 
1954 
1955 


1954 
1955 
1956 


1953 
1954 
1955 


*Automobile (All Classifications ) 


*Experience developed by policy years. 


1954 
1955 
1956 


Premiums 
Written 


Ike , 592 ,296 


Earned 
Premium 


1,667,591 
2,098,151 
2,579,535 


519,518 
773,501 
1,096,210 


420,954 
452,137 
551,780 


9,667,192 
9,975,986 
10,936 ,839 


7,824 ,056 
9,109,438 
6,151,874 


449,710,571 
541, 94k ,193 
400,641 , 586 
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Losses 
Paid 


49,637,034 


Losses 


Incurred 


746,883 
890, 311 
1,056,539 


298 ,206 
418 ,he5 
626 ,27h 


176,128 


163,966 
209 , 840 


5 532,537 
4,127,854 
15,780,884 


2,768,830 
2,401,551 
3,004,465 


235,527 870 
318 , 760,721 
250,454, 122 
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Exhibit No. 3 


N.A.I.I. NET DIRECT WRITTEN PREMIUMS - 1958 


Countrywide Net Written Premiums of Members and Subscribers of the 
National Association of Independent Insurers for Calendar Year 1958 by Line. 


(This contemplates Gross Premiums including Policy and Membership Fees, less 


Return Premiums and Premiums on Policies not taken on Direct Writings only - 
excluding all Reinsurance Assumed and without deducting and Reinsurance ceded). 


fire $152,388,726.07 Workmens Compensation $ 90,920,735.90 
Extended Coverage 77,138,169.77 Liab, Other than Auto.(B.I.) 81,909, 404.12 
Other Allied Lines 7,321, 812.51 Auto. Liability (B.I.) 937 ,552, 727.31 
| Homeowners Multiple Peril 40,202,052.82 Auto. Liability (P.D.) 434,927, 566.46 
Commercial Multiple Peril 414,627.21 Auto. Phys. Damage 791,560, 320.01 
Tarthquake 172,415.13 Aircraft Phys. Damage 2,243,948.54 
Growing Crops 19,901, 318.20 Liab. Other than Auto(P.D.) 19,678,694.68 
Qcean Marine 3,123,154.28 Fidelity 3,107,004. 01 
iland Marine 28,482,844.84 Surety 13,477, 409 
Accident only (Individual) 2,078,386.52 Glass 4,297,657.50 
Accident & Health (Individual) 4,097,549.59 Burglary & Theft 15,030,191.73 
Hosp. & Med. Exp.(Individual) 9, 324,391.72 Boiler & Machinery 1, 862,035.78 
\ Group Acc, & Health 47, 416,562.78 Miscellaneous 3,775,769. 32 
Noncanc. Acc. & Health 78,134.80 


TOTAL $2,792,483, 610.84 
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Exhibit No. 6 


DISTRIBUTION OF AUTOMOBILE PHYSICAL DAMAGE WRITINGS 


DIRECT WRITTEN PREMIUMS - CALENDAR YEAR 1957 


Premiums $ of Total 
$ 726,519,329 34.8 
989 ,000 ,000 47.4 
370,091,658 17.8 
$2,085 ,610,987 100.00 


and National Automobile Underwriters Association 
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OPINION and DECISION 


Under date of October 14, 1954, the New York Fire Insurance Rating 
ization petitioned the Superintendent, in the form of a letter, for a hearing a » 
aggrieved party in connection with the rate filings made for dwelling classes 
the Allstate Insurance Company, pursuant to Sections 184(6), 186(3) and 1864, 
Similiar petitions were received from two groups of companies that are 
of the Rating Organization, namely, one dated October 15, 1954 from the American 
Equitable Assurance Company of New York, Globe and Republic Insurance Com. 
pany of New York, New York Fire Insurance Company and Merchants and Many. 
facturers Insurance Company of New York, and the other dated October 18, 1954 
from the Continental Insurance Company, Fidelity Phenix Fire Insurance Company 
American Eagle Fire Insurance Company and Niagara Fire Insurance Company, 

The principal allegation upon which the petitioners rely is: 

“Upon information and belief the said filings of the Allstate Insyr. 
ance Company provide rates which are inadequate, unreasonable and 
unfairly discriminatory and in violation of Section 183 and 184 of the 
Insurance Law of this state and other related sections thereof.” 

Additional allegations, based upon information and belief, are that th 
Allstate filings were made without any experience by that company in the dwelling 
class field to support the filings; that the filings were made for the purpose of 
giving Allstate an undue and unlawful advantage over fire insurance companies 
generally, transacting a similar business in this state in violation of their right to 
equal protection of the laws; that if the rating organization on behalf of its men. 
bers and subscribers were to make such a filing on the same basis as that of 
Allstate, such filing would provide an underwriting loss and confiscatory rates in 
violation of the rating laws of this state; that Allstate did not establish the adequacy 
of the rates filed by it nor can the adequacy therefor be established; that the action 
of the Allstate is in violation of Sections 183, 184 and 186 of the Insurance Law 
and that the action of the Allstate is in violation of the constitutional rights of the 
members and subscribers of the New York Fire Insurance Rating Organization in 
that said filings provide for confiscatory rates. 


In response to the petitions, the Insurance Department, in a letter dated Novem. 
ber 19, 1954, signed by Deputy Superintendent Joseph F. Murphy, addressed to 
Mr. H. Sumner Stanley, General Manager, New York Fire Insurance Rating Organ- 
ization, George I. Gross, Esquire, of Powers, Kaplan & Berger, attorneys for the 
petitioners, and Henry Moser, attorney for the Allstate Insurance Company, stated 
that the Department had received the request for the hearing with respect to the fire 
rate filings of the Allstate Insurance Company and that, pursuant to this request, 
the matter was tentatively set down to be heard at 10:00 A.M. on Monday, December 
6, 1954, at 61 Broadway, New York City. Subsequently this scheduled hearing was 
adjourned to January 5, 1955. 

At the outset of the hearings a motion was made on behalf of Allstate that the 
proceedings be dismissed and the hearing terminated on the ground that petitioners 
are not aggrieved within the meaning of the statute. This motion was opposed by 
Counsel on behalf of petitioners. Each side has submitted briefs in support of their 
positions. 

The procedure upon which the petitioners rely in requesting a hearing is to 
found in subsection 3 of Section 186 and Section 186-b, which read, ively, 
as follows: 

“Proceedings under this section may be instituted upon the initiative 
of the superintendent or upon written application to the superintendent by 
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any aggrieved person or organization for a hearing if the superintendent 
shall find that the application is made in good faith and that the grounds 
otherwise justify holding such a hearing. 
“Any insurer or rating organization aggrieved by any order or decision 
of the superintendent made without a hearing, may, within thirty days after 
notice of the order to the insurer or rating organization, make written re- 
quest to the superintendent for a hearing thereon. Pending such hearing 
and a decision affirming, reversing or modifying his previous action the super- 
jntendent may suspend or postpone the effective date of his previous action.” 
Petitioners claim that they are “aggrieved” parties within the meaning of that 
term as used in the above mentioned statutory provisions. They contend that the rate 
flings are unfairly discriminatory, inadequate and unreasonable and that since the 
flings prescribe rates at least 20% lower than the comparable tariff rates promul- 
gated by the New York Fire Insurance Rating Organization, the latter, and any of 
its afiliated companies, are aggrieved parties. 


According to the oral arguments advanced by the petitioners at the hearing and 
the preliminary testimony given on their behalf with respect to this and another 
motion, the concept of the petitioner seems to be that unless the rates of Allstate 
correspond with those of the Rating Organization they are unfairly discriminatory, 
insdequate and unreasonable. It_was argued “that for over forty years in this state 
its teen dvelling classes have eon extlorms onal ts 083 thio then hove Been 

ired to be so by law; that the aly Gidestion to that were The 
aceptions that are set forth in the act which exempts certain types of companies 
ach as reciprocals and others from the operation of the provisions of the rating 
law; * * *” (T. 108). It was maintained that the Allstate situation “tends to break 
down the salutary rating machinery that has been built up in this state over a period 


of many years”, (T. i? _teleming tothe National Board system of-classificalian, 
radings Systems j j and the provisions of the law 


Gs ination and inadequacy; that, by reason of the Allstate 
to sell a similar product, d fire insurance policy, at a rate which 
is approximately 20% lower than the rates filed by the New York Fire Insurance 
Rating Organization, which are binding upon all the members and subscribing com- 
panies, such other companies cannot compete under the law. (T. 109-110). 







I, 


The true construction of subsection 3 of Section 186 and Section 186-b is not to 
be found in any conceptualistic discussions as to the meaning of the expression 
“werieved” party found in the numerous decisions submitted in the briefs, without 
considering the legislative history of these provisions. 

The above provisions were added in 1948 by Chapter 618, as a part of a general 
revision of Article VIII, which was a part of a legislative program to incorporate in 
the article the basic provisions contained in the Model Fire and Casualty Rate Regu- 
latory Bills recommended by the National Association of Insurance Commissioners 
in 1946 for adoption by the several states. These amendments were first introduced 
inthe New York Legislature in 1947, but failed of passage. 

Following the decision in United States v. Southeastern Underwriters Associa- 
ton, et al, 322 U.S. 533 (1944), the insurance industry formed a committee known 
ws the All Industry Committee and the National Association of Insurance Commis- 
soners assigned the Committee on Rates and Rating Organizations to give considera- 
tion to the various aspects of rate regulation and to draft model bills with respect to 
weh regulation in the fire, casualty and surety insurance business. Sections 186(3) 
md 186(b) in the New York Insurance Law stem from the model bills. In view of 
the genesis of the 1948 amendments it is appropriate to review the deliberations of 
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the National Association of Insurance Commissioners and its committees in drafting purpose 

the model bills which were recommended to the several states. intendec 
In a Joint Report of the Committee on Federal Legislation and the Com. | 3 follo 

mittee on Rates and Rating Organizations of the N.A.I.C. dated November 1, 1945, " 

it was stated that in preparing the preliminary drafts of the fire and casualty and ons 


surety rating bills: 


“We shall not review in detail in this report the practices condemned 
by the Supreme Court in the S.E.U.A. case; suffice to say the committee had 
these points in mind throughout its study and deliberations. 


“We also had in mind the view expressed by the House Judiciary Com. 
mittee in its report No. 143 dated February 13, 1945, on the legislation which 
became United States Public Law No. 15. That report contains the following: 


‘Nothing in this bill is to be so construed as indicating it to be 
the intent or desire of Congress to require or encourage the several 
States to enact legislation that would make it compulsory for any 
insurance company to become a member of rating bureaus or charge 
uniform rates. It is the opinion of Congress that competitive rates 
on a sound financial basis are in the public interest.’ 


“Furthermore, we recognize that Congress in enacting United States 

Public Law No. 15 did so upon the understanding that in some phases of 

the insurance business action in concert through rating bureaus may serve 

a useful purpose; the Congressional debates prior to the enactment of 

United States Public Law No. 15 amply establish that fact. This committee 

has proceeded upon the assumption that it was the intent of Congress that 

provision should be made in the State regulatory structure for companies 
acting individually and for companies action [sic] in concert; consequently, 
we have concluded to embody in our proposed drafts a declaration of prin- 
ciple to that effect in the hope that it will serve as a continuing reminder to 
the State insurance administrators charged with enforcing the law to recog- 

nize a proper spheres of both types of operation.” (Proc. N.A.LC., 1946, 

p. 99). 

The purpose of the legislative program in New York referred to above was to 
incorporate “those basic provisions set forth in the model rating bills not found in 
the New York law” (88th Preliminary Report of the Superintendent of Insurance to 
the 1947 Legislature, page 9). 


A counterpart to the views expressed by the N.A.I.C. Committees is to be found 
in the above report to the Legislature. I quote: 


“In recommending the proposed amendments to the rating sections of 
the Insurance Law, the Department has proceeded upon the assumption that 
the Legislature wants to maintain the existing pattern. Under the present 
rating law insurance companies have the privilege of operating either indi- 
vidually or in concert through rating bureaus. * * * (Emphasis supplied). 
(Page 9). 

“The Department does not know whether the Merritt and Lockwood 
Committees of the Legislature ever contemplated that action in concert by 
insurers would reach the point that it has in New York State today. In spite 
of the fact that the Superintendent of Insurance is vested with power to 
disapprove any rates which are excessive, inadequate, unfairly discrimina- 
tory or otherwise unreasonable, some people believe that the pendulum has 
swung too far in this state and that the public interest would be better 
served by more competition among the companies on a price basis.” (Em- 
phasis supplied). (Page 10). 

As stated in the above quotation, Article VIII, prior to the 1948 amendments, 
recognized independent rate filings with their consequent differences in rate | 
from the filings of rating organizations. The 1948 amendments which adopted the 
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clause of the model bills, made manifest the intention that Article VIII is 

to encourage reasonable price competition and not to require uniformity in 

insurance rates. Section 180 of the Article, containing the purpose clause, provides 
as follows: 

“Nothing in this article is intended (1) to prohibit or discourage rea- 
sonable competition, or (2) to prohibit or encourage except to the extent 
necessary to accomplish the aforementioned purpose, uniformity in insur- 
ance rates, rating systems, rating plans or practices. This article shall be 
liberally interpreted to carry into effect the provisions of this section.” 

The above quoted language is taken verbatim from the model bill. 

Subsection 3 of Section 184, also based upon the model bills, was amended to 
read a8 follows: 

“Nothing herein contained shall be construed as requiring any insurer 
to become a member of or subscriber to any rating organization. Except to 
the extent necessary to meet the provisions of paragraphs (b) and (c) of 
subsection one of section one hundred eighty-three, uniformity among in- 
surers in any matters within the scope of sections one hundred eighty-three 
and one hundred eighty-four is neither required nor prohibited.” 

The report of the Joint Legislative Committee on Insurance Rates and Regula- 
tions (1948), referred to the then proposed amendments to Article VIII which were 
macted at the 1948 Session. The following is quoted from the Report: 

“These proposals [referring to the proposed amendments to Article 
VIII} are in part based on the All-Industry-N.A.LC. proposals and in part 
based upon requests received from various segments of the industry trans- 
mitted to this Committee. 

“The amendments are required by the necessity of immediate action on 
the invitation of Public Law 15 and are based on a continuance of New 
York’s philosophy of rate-making and regulation.” (pp. 52, 53). 

The explanation given in the Department’s memorandum to the Governor, dated 
March 8, 1948, recommending favorable executive action with respect to the 1948 
amendment, concerning subsection 3, which was added to Section 184, was as follows: 

“This provision is designed to preserve the independence of action on 
the part of an insurer and make it clear that an insurer is not required to 
become a member or subscriber to any rating organization.” (p. 3). 

Thus the entire legislative program adopted in New York in 1948 maintained 
the principle of competitive rates and rating plans in the fire insurance business. 

Attached to the Report of the Committee on Rates and Rating Organizations of 
the N.A.LC., dated December 5, 1945 is the drafting subcommittee’s draft of the fire 
| ind marine rate regulatory bill of December 1, 1945 (Proc. N.A.LC., 1946, p. 103). 
| Paragraph (i) of Section 4 of this bill contained the provision which ultimately was 

incorporated in the model fire bill after being revised in certain respects, which was 
the basis of subsection 3 of Section 186. Paragraph (i) reads in part as follows: 
“Any person or organization aggrieved by the action of the (commis- 
sioner) with respect to any filing may make written request to the (com- 
missioner) for a hearing thereon, provided that this subsection shall not 
apply to an insurer or rating organization with respect to a withdrawal of 

approval of a filing made by it.” (p. 106). 

Section 8 required a rating organization or an insurer which makes its own 
rates to comply with a written request from any person affected by a rate made by it 
o furnish all pertinent information as to such rate, and further provided that any 
person aggrieved by the application of a rating system of a rating organization or an 
insurer making its own rates would be entitled to a hearing upon written request and 

' ifsuch hearing was not afforded the applicant within thirty days after receipt of a 
request, he was entitled to a hearing before the commissioner. 








4540 





THE INSURANCE INDUSTRY 


Section 12, paragraph (a) of that draft provided in part as follows: 


“Any insurer or rating organization aggrieved by any order or decision 
of the (commissioner) made without a hearing, may within thirty days after 
notice of the order to the insurer or organization, make written request to 
the (commissioner) for a hearing thereon.” 


Attached to the above mentioned Report is a memorandum relating to the draj 
of December 1, 1945. The following comments thereon are of interest: 


“Section 4. Filing of Rates and Rating Information; approval. 


“The basic purpose of this section is to require every insurance com. 
pany to file its rates with the commissioner and to provide that such rates 
must be approved before they can be used. 

&#et#eet et 


“A provision has been incorporated giving the commissioner continuing 
jurisdiction over the rate structure and enabling him to act at any time if he 
finds that rates do not meet the standards of the Act. 


“This section also enables the public to obtain a hearing first from the 
company or rating organization which made the rate and thereafter from 
the commissioner in the event that there is dissatisfaction with the rate.” 
(p. 123). (Emphasis supplied). 


* *# # & & 


The report of the Sub-Committee of the Committee on Rates and Rating Organ. 
izations at the Meeting held in Atlantic City, N. J. on April 29-May 2, 1946, contains 
the following comment: 


“Section 5 d of the Casualty and Fire Bills. At previous meetings the 
matter of appeals by aggrieved persons had been the subject of discussion, 
As a result of suggestions made by your Committee, the All-Industry Com. 
mittee prepared a draft numbered Section 5 d in both the Casualty and Fire 
Bills providing for an appeal by any aggrieved person or organization with 
respect to any filing. The section as drafted provided the safeguards urged 
by your Committee. The said section was in acceptable form and was a 
upon between your Committee and the All-Industry Committee.” (N.A.LC. 
Proc. 1946, p. 381). 


In the revised drafts the provision in paragraph 4(i) became Section 5(d). The 
safeguards referred to were: 


“If the Commissioner shall find that the application is made in good 
faith, that the applicant would be so aggrieved if his grounds are established, 
and that such grounds otherwise justify holding such a hearing, * * *” 
(p. 414). 


The final draft of the Model Bills dated May 18, 1946 was presented with the 
Report of the Sub-committee of the Committee on Rates and Rating Organizations at 
the meeting held in New York May 22-23, 1946. (N.A.LC. Proc. 1946, pp. 410-421). 


Section 5 relating to disapproval of filings in the final draft reads as follows: 


“(a) If within the waiting period or any extension thereof as provided 
in subsection (d) of Section 4, the (commissioner) finds that a filing does 
not meet the requirements of this Act, he shall send to the insurer or rating 
organization which made such filing, written notice of disapproval of such 
filing specifying therein in what respects he finds such filing fails to meet 
the requirements of this Act and stating that such filing shall not become 
effective. 


.  elindi-ge 


“(c) If at any time subsequent to the applicable review period pro- 
vided for in subsection (a) or (b) of this section, the (commissioner) finds 
that a filing does not meet the requirements of this Act, he shall, after a 
hearing held upon not less than ten days’ written notice, specifying the mat- 
ters to be considered at such hearing, to every insurer and rating organiza- 
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tion which made such filing, issue an order specifying in what respects he 
finds that such filing fails to meet the requirements of this Act, and stating 


n when, within a reasonable period thereafter, such filing shall be deemed no 
7 longer effective. Copies of said order shall be sent to every such insurer and 
. rating organization. Said order shall not affect any contract or policy made 
or issued prior to the expiration of the period set forth in said order. 
drat “(d) Any person or organization aggrieved with respect to any filing 
which is in effect may make written application to the (commissioner) for 
for a hearing thereon, provided, however, that the insurer or rating organ- 
n- jzation that made the filing shall not be authorized to proceed under this 
es subsection. Such application shall specify the grounds to be relied upon by 
the applicant. If the (commissioner) shall find that the application is made 
in good faith, that the applicant would be so aggrieved if his grounds are 
ig established, and that such grounds otherwise justify holding such a hearing, 
bd he shall within thirty days after receipt of such application, hold a hearing 
upon not less than ten days’ written notice to the applicant and to every 
, insurer and rating organization which made such filing.” 
a Subsection (a) of Section 16 of this draft relating to hearing procedure and 
” judicial review reads as follows: 
“(a) Any insurer or rating organization aggrieved by any order or 
decision of the (commissioner) made without a hearing, may, within thirty 
Orgn. | days after notice of the order to the insurer or organization, make written 
ontains request to the (commissioner) for a hearing thereon. * * *” 


The above mentioned report of May 22-23, 1946 contains an analysis of the bills, 
he inluding the following: 


mn. “Section 5—Disapproval of Filings. 
m- The language of subsection (a) is generally self-explanatory. One 
Ire phase of it, however, is particularly noteworthy; it requires the Commis- 
th sioner in disapproving a filing to set forth the specific grounds on which he 
ed relied in making his determinations. It should tend to improve the quality 
ed of rate regulation for the requirement that the Commissioner shall furnish 
C the reasons supporting his decision prevents arbitrary and capricious action 
by an administrator. 
1). The “While the Commissioner should consider the expense components of a 
rate in order to determine its over-all correctness, the bill does not authorize 
od the Commissioner to regulate the actual disbursements made by an insurer 
ed, peampenses. *e# #2 & # 

“Subsection (c) is designed to meet two contingencies: (1) where a 
vith the rate takes effect under the deemer clause (Section 4(d)) and the Commis- 
tions at sioner subsequently discovers that the rate does not meet the standards, he 
(0-421). can review the filing, and (2) there are many filings which are proper when 
lows: made but which subsequently, due to a change in the statistical or economic 

picture, do not meet the requirements of the act. This subsection enables 
led the Commissioner, after a hearing, to disapprove filings which do not meet 
oes the requirements of the act. It contains a provision which prevents the Com- 
ing missioner from making his order effective retroactively. 
uch “ ° . . , . . 
eet Subsection (d) is designed to provide relief for any person or organiza- 
me tion aggrieved with respect to any filing. Complete machinery is established 
to deal with this problem. As this draft now stands, the rating organization, 
the insurer, the Commissioner and the buyer are all provided with the means 
of dealing with any defect in the rate structure.” 
me _ “Section 9—Information to be furnished insureds; hearings and appeals 
rs of insureds. 
nat- “The language of this section is identical to the language employed in 


iza- your Committee’s January 18, 1946, draft. On the whole it is self-explanatory. 
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It has a different purpose, however, from Section 5 (d). That subsection 
enables any person aggrieved to challenge the over-all propriety of any 
particular filing whereas this section enables an assured to challenge ‘the 
manner in which such rating system has been applied in connection with 
the insurance afforded him’.” 


“Section 17. Hearing procedure and judicial review. (Section 16 jp 
Fire Bill). 

“Subsection (a) was embodied in the act to provide an appeal machin. 
ery covering administrative rulings or orders made without a hearing, 4 
similar provision was incorporated in the Commissioner’s Draft of January 


18, 1946.” (N.A.LC. Proc. 1946, pp. 365, 368, 369, 371 and 375). 


The above comment relating to Subdivision (d) of Section 5 makes it cle 
that at the hearing called under this subdivision, the buyer, rating organization and 
the insurer are provided with the means of dealing with any defect in the rate strye. 
ture. Thus this subdivision spells out that the rating organization and the insure 
referred to therein are the rating organization and insurer which made the filing, by 
requiring that the commissioner “shall within thirty days after receipt of such 
application, hold a hearing upon not less than ten days written notice to the applicant 
and to every insurer and rating organization which made such filing.” It is signifi 
cant that the comment refers to “the rating organization” and “the insurer”, meaning 
the filer of the rates, rather than to “a rating organization” and “an insurer.” 


The provision in paragraph (d) of Section 5 of the model bill, requiring notice 
to the insurer or rating organization which made the filing was not included in the 
New York amendment to Section 186(3) for the reason that the Insurance Law of 
this State contains a general provision relating to hearing procedure in Section 2% 
This omission does not change the meaning of the section from that intended in 
paragraph (d) of Section 5 as drafted in the model bill. 


The comments in the analysis relating to Section 17, which is Section 16 of the 
Fire Rate Regulatory Bill, speak of an “appeal machinery” which, given a normal 
interpretation, refers to an appeal by an insurer or rating organization making a 
filing. On the other hand, it is also manifest that subsection (a) of Section 16 was 
not intended to apply to a rating organization or competing insurer as an “aggrieved” 
party which had not made the rate filing. The express language of the subsection 
shows that it refers to the insurer or organization upon whom the notice of an order 
made without a hearing is given. This can only refer to an insurer or organization 
which has made a filing concerning which an order has been made thereon without 
a hearing, namely, the disapproval of a filing within the waiting period or any exten- 
sion thereof as provided in subsection (a) of Section 5. An insurer or rating organ- 
ization which has not made the filing would not be given a notice of the order made 
without a hearing and, consequently, does not come within the purview of Section 16, 
subsection (a). 

Neither in the documentation of Section 5(d) and Section 16 nor elsewhere in 
the reports of the Committees and Subcommittees of the N.A.LC. relating to the 
drafting of the model bills, is there any indication of an intention that a rating 
organization or a competing insurer shall have the right to a hearing on the rate filings 
of another insurer which is not a member or subscriber to the rating organization. 


In answer to the argument advanced that the term “organization” in Section 
186(3) can refer only to a rating organization, reference may be made to the inclu- 
sion of safeguards which are referred to in the report of the Committee on Rates and 
Rating Organizations of April 19-May 2, 1946. Because the subsection was intended 
to provide relief for an aggrieved assured or organization representing assureds 
or the public, it was deemed necessary to require “that the application is in good 
faith and that the grounds otherwise justify holding such a hearing.” 
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A comparison of Section 186(3) and Section 186(b) of the Insurance Law, 


which were added by the 1948 amendments, with Section 5(d) and Section 16 of the 


pill clearly shows that the substance of the latter two provisions were incor- 
in the 1948 amendments. (See Appendix A). 


Further light upon the meaning of Section 186(3) and Section 186-b, which is 


consistent with that disclosed in the N.A.I.C. reports, is to be found in the Depart- 
get's memorandum to the Governor dated March 18, 1948, recommending favorable 


aecutive action on Senate Print No. 2490, Int. No. 2245, which became Chapter 618 
of the Laws of 1948, amending Article VIII. This memorandum reads in part as 


“Page 20, lines 9 to 14—This subsection would allow the Superinten- 

dent or a member of the public to review rates in effect. If the Superintendent 

turns down a request, he must act in good faith.” (Lines 9 to 14 on page 20 

of the bill is the newly added subsection 3 to Section 186.) 

“Page 21, lines 8 to 15—This section is designed to afford relief where 

an informal proceeding crystalizes into an order.” (Lines 8 to 15, page 21, 

js the newly added Section 186-b.) (p. 4).” 

Thus, under subsection 3 of Section 186, rates in effect may be reviewed by the 

intendent or at the instance of a member of the public who makes an applica- 
tim in good faith. The subsection like its counterpart in the model bill, therefore is 
jgoad 80 a8 to include not only an assured who is aggrieved, but also an organization 
representing the public, such as an organization of assureds or an organization repre- 
gating a group of assureds or a local community. 

The first sentence of Section 186-b is identical with the first sentence in sub- 
yetion (a) of Section 16 of the model bill and serves the same purpose as heretofore 
aplained. It is an appeal section by an insurer or rating organization making a 
fling from an order made without a hearing, pursuant to Section 184(5). 

It is clear from the above analyses that (1) it would be inconsistent with the 
gneral purposes of the model bill and the New York amendments to permit a rating 
wganization and its affiliated companies to intervene in a proceeding involving an 
dependent rate filing, since such intervention would have the effect of a restraint 
mcompetition in pricing practices of their competitor, and (2) the specific provi- 
ins of the model bill and the New York amendments do not intend that such rating 
wganization and its affiliated companies shall have the standing of an aggrieved 
patty so as to entitle them to a hearing before the Commissioner or Superintendent 
id lnsurance with respect to an independent filing of rates of a competitor. 


IL. 


Consideration will now be given to the effect, if any, of the authorities cited in coun- 
we’ briefs on the construction of Sections 186(3) and 186-b. The common carrier cases 
ieided by the New York Courts which are cited by petitioner, may be distinguished 
fom the present. An insurance company from the standpoint of competition, occu- 
jis an entirely different position from that of a common carrier operating under a 
funchise, which has facilities in the public streets paralleling the facilites of another 
tmmon carrier and operates under regulatory laws for the purpose of providing 
wavices under a restricted form of competition. This unique position of a common 
umier is the basis of the decisions cited in the petitioner’s brief. Moreover, these 
ixisions do not involve statutes which are in any wise comparable with the statutory 
porisions presently under consideration. 

In People Ex Rel New York Edison Co. v. Willcox, 207 N. Y. 86, the court said 
pages 98 and 99: 

“It is the settled policy of the state arising through an extended and 
experience to withdraw the unrestricted right of competition 
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between corporations occupying through special consents or franchises the 

public streets and places and supplying the public with their products or 

utilities which are well nigh necessities. (People ex rel. New York Electric 

Lines Co. v. Ellison, 188 N. Y. 523; Matter of New York Electric Lines Co 

201 N. Y. 321; Willcox v. Consolidated Gas Co., 212 U. S. 19.) This policy 

instigated and is embodied in the Public Service Commissions Law, which 

was adopted in the interests and for the good of the people and should 
receive from the courts an activity and effect in aid of that policy within the 
fair and reasonable meaning of its provisions. The legislature will not be 
deemed to have departed in that law from that policy unless there is clear 
and certain language to that effect. (Matter of New York, W. & B. R. Co 

193 N. Y. 72.)” i 

In the same opinion the court quoted from People ex rel N.Y.C. & H.R.RR. Co 
v. Public Service Commission, 195 N. Y. 157, 166, which is also relied on in Peti. 
tioners’ brief concerning the status of a competing railroad as a party aggrieved: 

“It is also insisted by the appellant that the relator was not a party 

aggrieved by the action of the board of railroad commissioners. That was a 
question for the board and the Appellate Division to consider. It turned 
upon the facts relating to the relator’s situation, as affected by the proposed 
railroad construction. The relator showed that it would be affected, inasmuch 
as it owned other roads more or less paralleling the proposed road and 
serving the same territory. It appeared at the hearings and was allowed to 
take part in the proceedings by the tribunal, as having an interest in the 
controversy. The certificate of public convenience and necessity is to be 
granted upon considerations, not alone, bearing upon the convenience of the 
public, but affecting the other transportation companies, which are already 
serving the territory. They have the right to be considered and to be pro- 
tected, where there is no necessity for a wider public service, against the 
designs of persons more interested in forcing terms from them, than in sub- 
serving the public convenience. Certainly the rights of shareholders in the 
existing roads demand fair consideration.” 

It is also significant that in both of the cases the intervenor appeared at the 
hearings before the Public Service Commission and was allowed to take part in the 
proceedings as having an interest in the controversy. In that connection I quote from 
page 95 of the Willcox case: 


“The Commission might legally and justly permit it to become a party 
to the proceeding and the determination adverse to it after its intervention 
was reviewable, under certiorari, upon its application as the party aggrieved 
thereby.” 


The issue under consideration is entirely different from those in the two railroad 
cases. Here, the petitioners are endeavoring to initially start a proceeding and not 


merely to intervene, and their rights as aggrieved parties are challenged at the 
threshhold. 


Matter of Niagara, Lockport & O. P. Co. v. Prendergast, 229 App. Div. 295, 
involved the same principle. There the petitioner which instituted the certiorari pro- 
ceedings was a private public utility company operating under a franchise which had 
constructed a plant for the generation, transmission and distribution of electricity in 
the City of Jamestown, and for these reasons it was recognized as an aggrieved party 
for the purpose of reviewing the action of the Public Service Commission in connec- 
tion with the operation of an electric plant owned by the municipality. The court in 
its decision relied on the Willcox case. 

In Brooklyn City Railroad Company v. Whalen, 191 App. Div. 737, the plaintif, 
the holder of a franchise covering the operation of street car lines in the City of New 
York, brought an action to enjoin the defendant individually and as Commissioner 
of Plant and Structures of the City of New York, from maintaining and operating 
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lines of motor vehicles paralleling the plaintiff's routes operated under a fran- 
crise. The following is quoted from page 743 of the opinion: 

“The plaintiff plainly suffers a special injury from the competition of 
these stage lines and from the added obstruction to the operation of its cars 
under its franchise. Even if the purpose of establishing the lines is not to 
injure the plaintiff in the exercise of its legal rights, it has that effect.” 

Matter of Hudson Harlem Company v. White, 251 App. Div. 1, is not a public 
utility case, but it is distinguishable from the present case. There the petitioner, a 
domestic corporation, with its principal office in Mt. Kisco, Westchester Coynty, 

ted a petition at Special Term, alleging that the Title Guaranty and Trust 
Company was transacting its usual business at a branch office in Westchester County 
violation of Section 195 of the Banking Law and that the Superintendent of Banks 
iad failed to discharge his clear legal duty to order that corporation, to which the 
Basking Law applied, to discontinue its unlawful acts. According to the opinion, the 
wut, in holding that a person is aggrieved by the unlawful acts of a competitor, 
died entirely on the Whalen and Prendergast cases, which are public utility cases 
wd therefore this authority is open to question. The statement of law in the White 
ase, of course, must be considered in the setting in which it was made. There it 
on the face of the petition that there was a violation of an express provi- 
ion of law and, thus, the case can be differentiated from the present one in that the 
ptitioner in the White case may be said to have been directly injured by a competi- 
ior operating in violation of a statute. There relief was sought by a proceeding in the 
yture of a mandamus, whereas here the petitioners seek to have the Superintendent 
view his previous order relating to a rate filing. 


Ii. 


The Federal cases relied upon by the petitioners, because of the statutes in- 
whed, are also distinguishable from the one under consideration. 

In Federal Communications Commission V. Sanders Bros. Radio Station, 309 
1.§. 470, the court recognized that a rival radio station had the standing to intervene 
wan aggrieved party because of the policy expressed in the Federal Communica- 
tons Act, whereby the Federal Communications Commission was empowered to 
locate available frequencies and to regulate the employment of transmission equip- 
pat of radio stations under licenses, in order to avoid confusion and interference as 
sresult of broadcasting which would deprive the public of the full benefit of the 
ndio audition. 

However, the court at page 473 of the report held that: 

“Resulting economic injury to a rival station is not, in and of itself, 
and apart from consideration of public convenience, interest, or necessity, 
an element the petitioner must weigh, and as to which it must make find- 
ings, in passing upon an application for a broadcasting license.” 

The decision in the case turned upon the construction given to Section 402-b of 
te Federal Communications Act, which provided for an appeal to the Court of 
Appeals of the District of Columbia—“(2) by any other person aggrieved or whose 
Merests are adversely affected by any decision of the Communication granting or 
tlusing such application.” The court said: 

“Congress had some purpose in enacting Section 402-b (2). It may 
have been of the opinion that one likely to be financially injured by the 
issuance of a license would be the only person having a sufficient interest to 

ing to the attention of the appellate court errors of law in the action of 

the Commission in granting the license. It is within the power of Congress 

to confer such standing to prosecute an appeal. 

“We hold, therefore, that the respondent had the requisite standing to 
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appeal and to raise in the court below any relevant question of law jp 

respect of the order of the Commission.” 

Associated Industries of New York State Inc. v. Ickes, 134 F. 2nd involved 
whether the petitioner, which was an organization of consumers of coal, had stand; 
as an aggrieved party to complain about the price-fixing orders made pursuant to the 
Bituminous Coal Act of 1947. This case has no relevancy whatsoever, since jt does 
not involve the right of a competitor to apply for a hearing as an aggrieved party 


The decision in National Coal Association v. Federal Power Commission 191F 
2nd. 462, rested upon the interpretation given to the Natural Gas Act. It is le 
significant in that case that the petitioners were granted leave to intervene and par 
ticipated as parties in the proceedings before the Federal Power Commission, The 
ratio decidendi is to be found on pages 465 and 466 of the opinion: 


“Petitioners in the case before us trace their injury to the displacement 

of coal by natural gas which will result from the issuance of the certificate, 

The coal companies will lose markets previously enjoyed by them at Oak 

Ridge. Their employees will be deprived of jobs to the extent that new mar. 

kets are not found and the employees of railroad companies, which compete 

with the pipe lines as carriers of fuel to Oak Ridge, will similarly be affected, 

So far as the competing coal companies (represented by petitioner, National 

Coal Association) are concerned, there is no question that the effect of the 

order upon markets previously enjoyed by them brings them within the rule 

of Sanders and Scripps-Howard and outside the scope of Cane Sugar Refin- 

eries. This is especially true in the context of this particular industry. Con. 

gress was concerned with and wished the Commission to consider ‘the effect 

of construction and extension (of natural gas pipe-lines) upon the interests 

of producers of competing fuels and competitive transportation interests’,* 

The source of such concern was Congressional recognition that the market 

for coal was a shrinking one and that displacement of it by natural gas 

would create problems directly affecting both the coal industry and the rail. 
roads which transported coal—problems which would at least require that 
such competitors be heard upon a showing of injury to them.” 

The decision in American Presidents Lines v. Federal Maritime Board, 112 Ff. 
Supp. 346, rested upon the construction given to the right of ‘judicial review in Se 
tion 1009 of the Administrative Procedure Act, United States Code Annotated, Title 
5. This case involved an action by the plaintiff, a steamship line, for a declaratory 
judgment and an injunction setting aside the granting of a subsidy by the Federal 
Maritime Board to two steamship lines operating ships on the same route as that of 
the plaintiff. The plaintiff claimed that paragraph (a) of Section 1009 of the Admin 
istrative Procedure Act gave it standing to sue which it otherwise might not have, 
namely: 

“(a) Any person suffering legal wrong because of any agency action 
or adversely affected or aggrieved by such action within the meaning of any 
relevant statute, shall be entitled to judicial review thereof.” 


The court stated that obviously the plaintiff had not suffered any legal wrong and, 


therefore, could not bring itself within the first clause of the foregoing paragraph 


Analyzing the statute further, the court said at page 349: 


“The question then arises whether the plaintiff is within the terms of 
the second clause, as being ‘adversely affected or aggrieved’. If the words 
‘adversely affected or aggrieved’ mean ‘adversely affected or aggrieved’ in a 
legal sense, the plaintiff would have no standing to maintain this action. If, 
however, the words just quoted were so interpreted, they would add nothing 
to the phrase found in the preceding clause, ‘suffering legal wrong’. The 
second clause would be tautological and repetitious. It would seem reason- 
able in order to ascribe a meaning to every part of the subsection, to assume 


(*HLR. Rep. No. 1290, 77th Cong. 1st Session, page 3, October 21, 1941.) 
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that the words ‘adversely affected or aggrieved’ mean something in addition 

to ‘suffering legal wrong’.” 

The court concluded that since this provision in the Administrative Procedure 
Act was similar to a like provision in the Federal Communications Act, it should be 
on g meaning similar to that given in the Sanders case supra, so that if a com- 

“or who feared economic effects had a right to challenge the legality of an official 
wt under one of the acts, the conclusion was inescapable that he could do so under 
the other act. 

The court gave weight to the contemporary discussion and debate that 


“# * * one of the main objectives of the Administrative Procedure 

Act was to extend the right of judicial review. One of its purposes was to 

enlarge the authority of the courts to check illegal and arbitrary acts. The 

courts stand between the citizen and the administrative officers. The statute 
created no new remedies, but contemplated the use of established types of 
proceedings to achieve its ends. On the other hand, it broadened the scope 

of judiciary review and it enlarged the class of persons who were given 

standing to invoke the judicial proceedings. The doctrine of Alabama Power 

Company v. Ickes, supra, is not applicable. In the light of the foregoing con- 

siderations, the conclusion follows that the plaintiff had standing to main- 

tain this action”. 

The New Jersey case of Hudson Bergen County R.L.S.A.P. Board of Commis- 
soners V. Hoboken, 52 A. 2nd. 668, is distinguishable inasmuch as a trade association 
ws given standing as an aggrieved party because it was recognized that such recog- 
sition was in harmony with the objective of the statute. The decision rested upon the 
uture of the liquor industry and the purpose of the statute which was to control 


| the number of outlets. 


IV. 


There are two New York decisions which hold against the petitioners’ view that 
scompetitor is an aggrieved party as to whom a determination of an administrative 
dhcial may work economic injury from resulting competition. These holdings there- 
fe buttress the construction that petitioners are not aggrieved within the meaning 
Sections 186(3) and 186-b. 

In Matter of Dairymen’s League Coop. Assn. v. DuMond, 282 App. Div. 69, 
Third Department, 1953, the petitioner brought a proceeding for an order pursuant 
Article 78 of the Civil Practice Act, to annul a determination of the Commissioner 
Agriculture and Markets granting the application of the respondent milk company 
fr an extension of its milk dealer’s license. That appeal posed the question of 
whether a licensed milk dealer had statutory or constitutional right to be heard in 
position to the application of a prospective competitor, and if the application was 
puted, to review the determination. The following is quoted from page 73 of the 
pinion. 

“The economic interest of the existing licensees in an industry does not 
entitle them to be heard as a matter of constitutional right before additional 
members are admitted to the industry (Davis on Administrative Law, pp. 
289-290; Byse on Opportunity to be Heard in License Issuance, 101 U. of 
Pa. L. Rev. 57, 98). The due process clause does not guarantee freedom 
from the economic injury which may result from competition (Hegeman 
Farms Corp. v. Baldwin, 293 U. S. 163, 170-171). In an industry which is 
subject to regulation, the Legislature may at will license additional members 
of the industry even though their entry may adversely affect the economic 
interests of those already in it. Likewise, the administrative agency entrusted 
with regulation as the delegate of the Legislature, may, in accordance with 
the standards of procedure specified by the Legislature, license additional 


} 


47932 O—60—pt. 8 13 











4548 THE INSURANCE INDUSTRY 


members of the industry. The Legislature usually requires that the admin. 
istrative agency give consideration to the effect upon existing members of 
the industry of admitting additional competitors, in determining whether to 
grant or to deny a license. But this requirement is not designed primarily 
for the advancement of the financial interests of the existing licensees; jt 
is designed rather to promote the public interest, the Legislature recognizi 
that it is in the public interest to protect the solvency and stability of the 
existing licensees in order to enable them to continue to render adequate 
service at reasonable prices. While the Legislature may provide for notice to 
existing licensees in order to give them an opportunity to be heard on this 
issue, the Legislature is not bound to do so. It may, if it chooses, provide 
for the determination of the issue by the administrative agency upon the 
basis of its own research and investigation and upon notice only to the 
a. The due process clause does not control the Legislature’s choice 
of method. 


“The situation is different where the interest of the existing licensees js 
not merely an economic one in freedom from competition but is a direct 
interest in the protection of their licenses against physical interference or 
impairment. Thus, for example, in the licensing of radio broadcasting sta. 
tions, the licensing of an additional station using the same or a near-by 
channel may interfere physically or electronically with the operations of an 
existing licensee. In a case where the licensees are mutually exclusive or 
where the operation by the new licensee would have a substantial physical 
affect upon the operations of existing licensees, due process may well re- 
quire that notice and an opportunity to be heard be given to the persons 
affected. (Cf. Communications Comm’n v. N.B.C., 319 U. S. 239, and Ash- 
backer Radio Co. v. F.C.C., 326 U. S. 327.) But this principle obviously has 
no application to licenses for the distribution of milk; no physical interfer. 
ence or mutual exclusiveness is involved.” 


The granting of a license is similar in principle to the approval of a rate filing. 
Thus, as in the DuMond case, where the competitor has no standing as an aggrieved 
party to review the action of the Commissioner in granting a license, similarly a 
competitor in the insurance business has no standing as an aggrieved party to be 
heard before the Superintendent of Insurance before the latter makes a determins- 
tion as to the rate filing. The comment of the court on page 75 that: 


“Under the legislative plan the commissioner is made the sole guardian 
of the public interest in the granting of licenses.” 


applies with equal force to the legislative plan relating to the approval of premium 
rate filings. 


While the decision in DuMond rested on a constitutional question, the court in 
reaching its decision necessarily found that the petitioners, as competitors, were not 
aggrieved persons because of the administrative determination. 


In Matter of Personal Finance Company v. Lyon, 203 Misc. 710, 121 N. Y. S. 2nd. 
72, seven licensed small loan companies brought an Article 78 proceeding against 
the Superintendent of Banks and the respondent, Friendly Finance Service, Inc., 
which had been granted a license to operate small loan offices in Syracuse and Utica. 
The petitioners sought to annul the action of the Superintendent, claiming that the 
license was issued in reliance on the stipulation of the licensee that if the latter 
charged a rate of interest in excess of 2% per month on any part of the unpaid 
principal balance up to $300.00 of any loan, which was lower than the maximum 
statutory rate, its license would be immediately and voluntarily surrendered and, in 
the absence of such surrender, the Superintendent of Banks might forthwith revoke 
the same without notice to the licensee. The petitioners claimed that its license, 
issued on such stipulation, was invalid. 
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The court, in passing on the threshhold question as to the standing of the peti- 
tioners, wrote in part as follows in the opinion appearing on page 713: 

“Petitioners complain of the circumstances surrounding the issuance of 
licenses to ‘Friendly’. However, petitioners have not thereby been ordered to 

do or to refrain from doing anything; nothing has been taken from them; 

and it does not otherwise appear that any injury, imminent or remote, has 

been or will be suffered by them. Of course, standing to sue is not buttressed 

by such fortuitous circumstances as whether the wrongful injury complained 

of is occasioned indirectly rather than directly, or by general rule or regula- 

tion rather than in the form of an order aimed precisely at the complainant. 

It is enough that either actual or threatened injury to a legally protected 

right is shown * * * *. But injury there must be unless the suit is of the 

special ‘taxpayer’ genre, and here there is neither injury nor, as will be dis- 
cussed, special ‘taxpayer’ status.” 

“This is not a case in which the grant of licenses to ‘Friendly’ was 
alleged to be exclusive or to have caused the denial of a license to any of 

the petitioners or any other applicant. The application of one petitioner for 

a license to operate in Syracuse was denied after the licenses to ‘Friendly’ 

were granted and the appertaining ‘stipulation’ announced; but admittedly 

the time to complain on this score has expired. Nor is it claimed that 

‘Friendly’s’ status as a competitor causes or will cause petitioners injury. 

For even if injury caused by competition were sufficient to confer standing 

*# * * * the complaint here is not that the ‘Superintendent’ has improperly 

licensed a competitor which by its competition has caused petitioners in- 

jury. Petitioners complain instead that the ‘Superintendent’ has ‘injured’ 
them by the precedent that they apprehend will be carved out of the circum- 
stances governing the grant of the licenses to ‘Friendly’. Thus, the premise 

for standing reduces itself to the potential danger to petitioners inherent in 

the allegedly illegal assertion of power by the ‘Superintendent’.” 

The grounds upon which the petitioners seek a hearing before the Superinten- 
dent are somewhat similar to the complaint rejected in the Lyon case, namely, that 
ss competitors they have been injured “by the precedent that they apprehend will be 
carved out of the circumstances” governing the approval of the filings. 


V. 

It is to be observed that under subsection 3 of Section 186 the Superintendent of 
Insurance may have instituted a proceeding upon his own initiative with respect to 
the rate filings of the Allstate Insurance Company. However, he has not initiated the 
present proceeding and, therefore, the question involved in passing upon the motion 
issolely whether petitioners have standing as an aggrieved party under either Section 
186(3) or Section 186-b to apply as an aggrieved person or organization for a hear- 
ing in respect to the fire rate filings of Allstate Insurance Company. 


VI. 

Assuming solely for the purposes of the motion that petitioners are aggrieved 
patties, their petitions fail to allege facts making a prima facie showing: of a viola- 
tion of law as required by Section 186(3). In order to be entitled to a hearing, sub- 
division 3 requires a showing in the application by an aggrieved person of allegations 
of fact from which the Superintendent must find “that the application is made in 
god faith and that the grounds otherwise justify holding such a hearing.” As 
previously recited in this decision, the principal allegation is made “[u]pon informa- 
tim and belief the said filings of the Allstate Insurance Company provide rates 
Which ‘are inadequate, unreasonable and unfairly discriminatory and in violation of 
Section 183 and 184 of this state and other related sections thereof”. This allegation 
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as well as the other general allegations merely allege conclusions which are 
entirely upon information and belief. The allegations contain no recitals of fact 
which would enable the Superintendent to “find that the application is made jn good 
faith and the grounds otherwise justify holding such a hearing.” 


I conclude: (1) that the procedure in 186(b) is not available to the petitioners 
for the reason that the section is limited to an insurer or rating organization which 
made a filing and is aggrieved by an order of the Superintendent made without a 
hearing with respect to such filing, (2) that petitioners are not aggrieved Persons or 
an organization within the meaning of subsection 3 of Section 186 and (3) assum; 
for the purposes of this motion that the petitioners are aggrieved, they have not 
alleged facts entitling them to a hearing under Section 186(3). 


It is urged that to grant the motion to dismiss would conflict with the decision of 
Deputy Superintendent Murphy in Matter of Independent Filing of the Insurance 
Company of North America, et al,1 dated September 14, 1954. In the former hear 
the issues were limited to two questions: (1) whether Article VIII of the Insurance 
Law and the Constitution and By-Laws of NYFIRO gave the North America com. 
panies the right to subscribe partially to NYFIRO; and, (2) whether the action of 
the North America companies in copying the rate filings of NYFIRO, adopting them 
as their own and filing them as independent insurers, was a violation of NYFIRO’s 
property right and thereby constituted an unfair trade practice and unfair competi- 
tion under Section 278 of the Insurance Law. 


The former proceeding necessarily coupled two issues. One entitled the peti. 
tioners, upon good cause being shown, to be heard as an aggrieved party by the 
express provision of Section 278. Because of the coupling of the two issues the ends 
of justice could only be served by permitting the petitioners to be heard on the other 
issue, which was permissible under Section 186(3) by regarding that part of the 
proceeding as being instituted on the initiative of the Superintendent of Insurance, 
Unlike the present proceeding, which is confined to the issue whether the rate filings 
meet the standards of the law, that issue was deferred in the hearing involving the 
North America companies and was not heard. Having permitted the petitioners to be 
heard on the first mentioned issue, it would have been error to have ruled that they 
were not aggrieved parties (cf. People Ex Rel New York Edison Company v. Willcox, 
207 N. Y. 86). Since the hearing officer in the North America proceeding was not 
called upon to rule on the question whether the petitioners were aggrieved parties 
with a right to a hearing on the issue of whether the rate filings met the statutory 
standards, the ruling in the North America case denying the motion to dismiss cannot 
be considered as a precedent applicable to the present motion. 


The motion of the Allstate Insurance Company for a dismissal of the present 

proceeding is hereby granted. 
/s/ RAYMOND HARRIS 
Deputy Superintendent and Counsel. 
Dated: New York, N. Y. 
January 27, 1955 

The Superintendent of Insurance hereby adopts and approves the determination 

hereinbefore made by Deputy Superintendent and Counsel Raymond Harris, 


/s/ ALFRED J. BOHLINGER 
Superintendent of Insurance. 
Dated: New York, N. Y. 
January 27, 1955 


1 Matter of Cullen, et al v. Bohlinger, et al, 284 A. D. 963 (1954) ; Motion to appeal 
to Court of Appeals denied January 13, 1955. 
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APPENDIX A 


Fire, Marine and Inland Marine 
Se ceedeenry Bill. (May 18, 1946) 


Section 5—Disapproval of Filings. 

(d) Any person or organization ag- 
grieved with respect to any filing which 
is in effect may make written application 
to the (commissioner) for a hearing 
thereon, provided, however, that the in- 
surer or rating organization that made 
the filing shall not be authorized to pro- 
ceed under this subsection. /f the (com- 
missioner) shall find that the application 
is made in good faith, that the applicant 
would be so aggrieved if his grounds are 

7 and that such grounds other- 
wise justify holding such a hearing, he 
shall within thirty days after receipt of 
such application, hold a hearing upon 
not less than ten days’ written notice to 
the applicant and to every insurer and 
rating organization which made such 


Section 16. Hearing procedure and 
Judicial Review. 

(a) Any insurer or rating organiza- 
tion aggrieved by any order or decision 
of the (commissioner) made without a 
hearing, may, within thirty days after 
notice of the order to the insurer or or- 
ganization, make written request to the 
(commissioner) for a hearing thereon. 


Insurance Law—New York 


§186. Discriminatory, inadequate or ex- 


cessive rates; hearings. 


3. Proceedings under this section 
may be instituted upon the initiation of 
the superintendent or upon written ap- 
plication to the superintendent by any 
aggrieved person or organization for a 
hearing if the superintendent shall 
that the application is made in good 
faith and that the grounds otherwise 
justify holding such a hearing. 


§186-b. Procedure on orders made with- 


out hearing. Any insurer or rating or- 
ganization aggrieved by any order or 
decision of the Superintendent made 
without a hearing, may within thirty 
days after notice of the order to the 
insurer or rating organization, make 
written request to the Superintendent 
for a hearing thereon. 
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THE ALL-INDUSTRY BILL | 
(Casualty and Surety Rate Regulgtory Bill) | 


Here IS THE TEXT of the Casualty and Surety Rate Regulator | 


Bill, as adopted by the All-Industry Committee and the National Ago. | 


Ore., June 12, 1946: 


ciation of Insurance Commissioners at its Annual Meeting in Portland | 


An Act relative to the regulation of rates for certain casualty imsureny 
including fidelity, surety and guaranty bonds and for all other form; 


of motor vehicle insurance, and to rating organizations [and reped. 
Le Me pint, MRO OEEEEEEE ELC COLOR EL Lee ee }. 
Me ereatied, Cilia 5s 00ecus.. 01s ae 045 oneencietamenee }: 


SEC. 1—PURPOSE OF ACT 

The purpose of this Act is to promote the public welfare by regu. 
lating insurance rates to the end that they shall not be excessive inade. 
quate or unfairly discriminatory, and to authorize and regulate co. 


— 


oe 


operative action among insurers in rate making and in other mattes | 


within the scope of this Act. Nothing in this Act is intended (1) to 
prohibit or discourage reasonable competition, or (2) to prohibit, o 
encourage except to the extent necessary to accomplish the aforemen- 
tioned purpose, uniformity in insurance rates, rating systems, rating 
plans or practices. This Act shall be liberally interpreted to carty into 
effect the provisions of this Section. 


Sec. 2—ScoPe oF ACT 

This Act applies to casualty insurance’, including fidelity, surety 
and guaranty bonds, and to all other forms of motor vehicle insurance, 
on risks or operations in this state, except: 

(a) reinsurance, other than joint reinsurance to the extent stated 
in Section 11; 

(b) accident and health insurance; 

(c) insurance against loss of or damage to aircraft or against lis- 
bility, other than workmen's compensation and employers’ liability, 
arising out of the ownership, maintenance or use of aircraft; 


GO) PE TI io asec ccccvcuesunns S. cnesenseee 


"The words “casualty insurance” are used herein in their generally «- 
cepted trade sense. The wording of the section should be fitted to any laws of 
the state which classify insurance. 

*Here list any other kinds of casualty insurance to which this Act dos 
not apply. 


sayin 


eats 
oe 
2, 
by an 
surers 
ath 
insur 
for 
pli 
3, 
rates 
sb 
ViSiOt 
risks 
exper 
| ad 
tory. 
ii 
ID af 
S 
tn 








- 


land 


orm | 


aE 


Eigsaors 


= 
5 


Ra 


2.8 


} 


THE INSURANCE INDUSTRY 4553 


If any kind of insurance, subdivision or combination thereof, or 

of coverage, subject to this Act, is also subject to regulation by 
another rate regulatory act of this state, an insurer to which both acts 
ae otherwise applicable shall file with the [commissioner of soonest hs 
hereinafter referred to as [commissioner], a designation as to whi 
rate regulatory act shall be applicable to it with respect to such kind of 
insurance, subdivision or combination thereof, or type of coverage. 


Sec. 3 MAKING OF RATES 


(a) All rates shall be made in accordance with the following pro- 
visions : 


1. Due consideration shall be given to past and prospective loss 
experience within and outside this state, to catastrophe hazards, if any, 


| to a reasonable margin for* profit and contingencies, to dividends, 


_ 


—_— 


— 


uyings ot unabsorbed premium deposits allowed or returned by in- 
gurets to their policyholders, members or subscribers, to past and pro- 

ive expenses both countrywide and those specially applicable to 
tis state, and to all other relevant factors within and outside this state; 


2, The systems of expense provisions included in the rates for use 
by any insurer or group of insurers may differ from those of other in- 
surets or groups of insurers to reflect the requirements of the operating 
methods of any such insurer or group with respect to any kind of 
insurance, or with respect to any subdivision or combination thereof 
for which subdivision or combination separate expense provisions are 
wpplicable; 

3, Risks may be grouped by classifications for the establishment of 
rates and minimum premiums. Classification rates may be modified to 
produce rates for individual risks in accordance with rating plans which 
tablish standards for measuring variations in hazards or expense pro- 
visions, or both. Such standards may measure any differences among 
tisks that can be demonstrated to have a probable effect upon losses or 
expenses; 


4. Rates shall not be excessive, inadequate or unfairly discrimina- 


+ tory. 


(b) Except to the extent necessary to meet the provisions of  sub- 
division 4 of subsection (a) of this Section, uniformity among insurers 
nd oo within the scope of this Section is neither required nor 


__, The All-Industry Conference Committee believes the word “underwrit- 
ing should precede the word “profit”. The National Association of Insurance 
Commissioners is giving further study to this matter. 
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Sec. 4—RATE FILINGS 


(a) Every insurer shall file with the [commissioner] every many 
of classifications, rules and rates, every rating plan and every modifig. 
tion of any of the foregoing which it pro to use. Every such fili 
shall state the proposed effective date thereof, and shall indicate the 
character and extent of the coverage contemplated. When a filing ii 
not accompanied by the information upon which the insurer suppor; 
such filing, and the [commissioner] does not bave sufficient informa. 
tion to determine whether such filing meets the requirements of the 
Act, he may gene such insurer to furnish the information upon which 
it supports such filing. Any filing may be supported by (1) the experi 
ence or judgment of the insurer or rating organization making the fi. 
ing, (2) the experience of other insurers or rating organizations, o 
(3) any other factors which the insurer or rating organization deem; 
relevant. A filing and any supporting information shall be open to 
public inspection after the filing becomes effective.‘ 

(b) An insurer may satisfy its obligation to make such filings by 
becoming a member of, or a subscriber to, a licensed rating organiz- 
tion which makes such filings, and by authorizing the [commissioner 
to accept such filings on its behalf; provided, that nothing contai 
in this Act shall be construed as requiring any insurer to become 1 
member of or a subscriber to any rating organization. 

(c) The [commissioner] shall review filings as soon as reasonably 
possible after they have been made in order to determine whether they 
meet the requirements of this Act. 

(d) Subject to the exception ified in subsection (e) of this 
Section, each filing shall be on file for 2 waiting period of fifteen days 
before it becomes effective, which period may be extended by the [com- 
missioner} for an additional period not to exceed fifteen days if 
gives written notice within waiting period to the insurer or rating 
organization which made the filing that he needs such additional time 
for the consideration of such filing. Upon written application by such 
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insurer OF rating organization, the {commissioner} may authorize a 
fling which he has reviewed to become effective before the expiration 
of the waiting period or any extension thereof. A filing shall be deemed 
to meet the requirements of this Act unless disapproved by the [com- 
missioner] within the waiting period or any extension thereof. 

(ce) Any special filing with respect to 4 surety or guaranty bond 

ied by law or by court or executive order or by order, rule or regu- 
iytion of a public body, not covered by a previous filing, shall become 
efiective when filed and shall be deemed to meet the requirements of 
this Act until such time as the [commissioner] reviews the filing and 
long thereafter as the filing remains in effect. 


(f) Under such rules and regulations as he shall adopt the [com- 
missioner} may, by written order, suspend or modify the requirement 
of filing as to any kind of insurance, subdivision or combination there- 
of, or as to classes of risks, the rates for which cannot practicably be 
fled before they are used. Such orders, rules and regulations shall be 


, made known to insurers and rating organizations affected ee The 
adv 


~— 


commissioner} may make such examination as he may deem advisable 
to ascertain whether any rates affected by such order meet the standards 
st forth in subdivision 4 of subsection (a) of Section 3. 

(g) ue the written application of the insured, stating his reasons 
its ed with and approved by the [commissioner], a rate in ex- 
ess of that provided by a filing eiireiss applicable may be used on 
any specific risk. 

(h) Beginning ninety days after the effective date of this Act no 
insurer shall make or issue a contract or policy except in accordance 
with filings which are in effect for said insurer as provided in this Act 
or in accordance with subsections (f) or (g) of this Section. 


Sec. S—DISAPPROVAL OF FILINGS 

(a) If within the waiting period or any extension thereof as pro- 
vided in subsection (d) of Section 4, the [commissioner} finds that a 
fling does not meet the requirements of this Act, he send to the 
insuret or rating organization which made such filing written notice 


of disapproval of such filing specifying therein in what s he 
| fobeck = 


filing fails to meet the requirements of this Act and stating 


) that such filing shall not become effective. 


(b) If within thirty days after a special surety or guaranty filing 


_ subject to subsection’ (e) of Section 4 has become effective, the [com- 


missioner) finds that such filing does not meet the requirements of this 
Act, he shall send to the insurer or rating organization which made such 
fling written notice of disapproval of such filing specifying therein in 


__ What respects he finds that such filing fails to meet the requirements of 


this Act and stating when, within a reasonable period thereafter, such 
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filing shall be deemed no longer effective. Said disapproval shall ng 
affect any contract made or-issued prior to the expiration of the Period 
set forth in said notice. 


c) If at any time subsequent to the applicable review period 
vided tos in subsection ita (b) of this § ion, the [. cats 
finds that a filing does not meet the requirements of this Act, he 
after a hearing held upon not less than ten days’ written notice, specify. 
ing the matters to be considered at such hearing, to every insurer and 
rating organization which made such filing, issue an order specifying in 
what respects he finds that such filing fails to meet the requirements of 
this Act, and stating when, within a reasonable period thereafter, such 
filing shall be deemed no longer effective. Copies of said order shall 
be sent to every such insurer and rating organization. Said order shall 
not affect any contract or policy made or issued prior to the expiration 
of the period set forth in said order. 


(d) Any person or organization aggrieved with respect to any fi. 
ing which is in effect may make written application to the {commis. 
sioner} for a hearing thereon, provided, however, that the insurer or 
rating Organization that made the filing shall not be authorized to 
ceed under this subsection. Such application shall specify the grounds 
to be relied upon by the applicant. If the {commissioner} shall find 
that the application is made in good faith, that the applicant would be 
so aggrieved if his grounds are established, and that such grounds other. 
wise justify holding such a hearing, he shall, within thirty days after 
receipt of such application, hold a hearing upon not less than ten days’ 
written notice to the applicant and to every insurer and rating organi- 
zation which made filing. 


If, after such hearing, the {commissioner} finds that the filing does 
not meet the requirements of this Act, he shall issue an order specify- 
ing in what respects he finds that such filing fails to meet the requi 
ments of this Act, and stating when, within a reasonable pasodinn 
after, such filing shall be deemed no longer effective. Copies of said 
order shall be sent to the applicant and to every such insurer and rating 
organization. Said order shall not affect any contract or policy made or 
issued prior to the expiration of the period set forth in said order. 


(¢) No manual of classifications, rule, rating plan, rating system, 
plan of operation or any modification of any of the foregoing which 
establishes standards for measuring variations in hazards or expense 
provisions, or both, shall be disapproved if the rates thereby produced 
meet the requirements of this Act.* 


"New Subsection added by All-Industry Committee, December 5, 1946, 
to avoid possible misinterpretation of the intent of this Section but not yet acted 
upon by National Association of Insurance Commissioners. 
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sec. 6--RATING ORGANIZATIONS 


(a) A corporation, an unincorporated association, a partnership or 
in individual, whether located within or outside this state, may make 
application to the [commissioner] for license as a rating organization 
for such kinds of insurance or subdivisions thereof as are specified in 
its application and shall file therewith (1) a copy of its constitution, its 
ticles of agreement or association or its certificate of incorporation, 
ind of its by-laws, rules and regulations governing the conduct of its 
business, (2) a list of its members and subscribers, (3) the name and 
sddress of a resident of this state upon whom notices or orders of the 
{commissioner} of process affecting such rating organization may be 
gwved and (4) a statement of its qualifications as a-rating organiza- 
tion. If the {commissioner} finds that the applicant is competent, 
iustworthy and otherwise qualified to act as a rating organization and 
that its constitution, articles of agreement or association or certificate 
of incorporation, and its by-laws, rules and regulations governing the 


' conduct of its business conform to the requirements of law, he shall 


issue a license specifying the kinds of insurance or subdivisions thereof 
for which the applicant is authorized to act as a rating organization. 
Every such application shall be granted or denied in whole or in part 
by the [commissioner] within sixty days of the date of its filing with 
him. Licenses issued pursuant to this Section shall remain in effect for 
three years unless sooner suspended or revoked by the [commissioner]. 
The fee for said license shall be twenty-five dollars. Licenses issued 
pursuant to this Section may be suspended or revoked by the [com- 
missioner}, after hearing upon notice, in the event the rating organiza- 
tion ceases to meet the requirements of this subsection. Every rating 
organization shall notify the {commissioner} promptly of every change 
in (1) tts constitution, its articles of agreement or association or its 
cettificate of incorporation, and its by-laws, rules and regulations gov- 
ening the conduct of its business, (2) its list of members and sub- 
xtibers and (3) the name and address of the resident of this state 
designated by it upon whom notices or orders of the [commissioner] 
ot process affecting such rating organization may be served. 


(b) Subject to rules and regulations which have been approved by 


| the [commissioner] as reasonable, each rating organization shall per- 
/ mit any insurer, not a member,.to be a subscriber to its rating services 


for any kind’ of insurance or subdivision thereof for which it is author- 
ued to act as a rating organization. Notice of proposed changes in such 
tules and regulations shall be given to acon Each rating organi- 
ution shall furnish its rating services without discrimination to its 
members and subscribers. The reasonableness of any rule or regulation 


| itits application to subscribers, or the refusal of any rating organiza- 


tion to admit an insurer as a subscriber, shall, at the request of any 
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subscriber or any such insurer, be reviewed by the [commissioner] y 





a hearing held upon at least ten days’ written notice to such tating | ae 
organization and to such subscriber or insurer. If the {commissioner} | fog-a he 
finds that such rule or regulation is unreasonable in its application to | heard at 
subscribers, he shall order that such rule or regulation Not be | jg the 
applicable to subscribers. If the rating organization fails to grant q% | jut it: 
reject an insurer's application for subscribership within thirty days afte licant, 
it was made, the insurer may request a review by the [commissioner] | termi 
as if the application had been rejected. If the [commissioner ind igs 
that the insurer has been refused admittance to the rating Organization der 
as a subscriber without justification, he shall order the rating organiz. | stifie 
tion to admit the insurer as a subscriber. If he finds that the action of | ¢ unf: 
the rating organization was justified, he shall make an order affirming | \c effe 
its action. | unless 
(c) No rating organization shall adopt any rule the effect of whih | « 9 
would be to prohibit or regulate the payment of dividends, savings or ~ 
unabsorbed premium deposits allowed or returned by insurers to their | 4 
policyholders, members or subscribers. | to the 
(d) Cooperation among rating organizations or among rating o | 
ganizations aa insurers in rate making or in other edie with th tothe 
scope of this Act is hereby authorized, provided the filings resulti eA 
from such cooperation are subject to the provisions of this Ac ipel 
which are applicable to filings generally. The [commissioner] may te- mate 
view such cooperative activities and practices and if, after-a hearing, fur 
he finds that any such ek or practice is unfaift or unteasonable or "as 
otherwise inconsistent with the provisions of this Act, he may issue ie 
written order specifying in what respects such activity or practice is |“ \ 
unfair or unreasonable or otherwise inconsistent with the provisions of a 
this Act, and requiring the discontinuance of such activity or practice. a 
Sec. 7—DEVIATIONS | 
Every member of or subscriber to a rating organization shall adhere =| 0m 
to the filings made on its behalf by such organization except that any | "4 
such insurer may make written application to the [commissioner] fot ‘tt 
permission to file a uniform percentage decrease or increase to be ap- | es 
plied to the premiums produced by the rating system so filed for akind | "gH 
of insurance, or for a class of insurance which is found by the [com | the 1 
missioner] to be a proper rating unit for the application of such uni- | ippe 
form percentage decrease or increase, or for a ivision of a kind of | thes 
insurance (1) comprised of a group of manual classifications whichis | « 
treated as a separate unit for rate making purposes, oc (2) for whih =, 
se provisions are i NE een ean | 
ganization. Such application shall specify the besis for the modification 
and shall be accompanied by the date upon which the applicant relies, §=——ate 





t} at 


&RRSFR 


Peee Rk 


2bB ES res 


oa 
as 


#82 5 


Ree Seb Sea were le 


| 


| 


} 
{ 


THE INSURANCE INDUSTRY 4559 


A copy of the application and data shall be sent simultaneously to such 
ating organization. The {commissioner} shall set a time and place 
(ra hearing at which the insurer and such rating organization may be 
and shall give them not less than ten days’ written notice thereof. 
in the event the [commissioner] is advised by the rating organization 
that it does not desire a hearing he may, upon the consent of the ap- 
icant, waive such hearing. The [commissioner] shall issue an order 
iting the modification for such insurer to be filed if he finds it to 
justified and it shall thereupon become effective. He shall issue an 
oder denying such application if he finds that the modification is not 
ustified or that the resulting premiums would be excessive, inadequate 
yx unfairly discriminatory. Each deviation permitted to be filed shall 
be effective for a period of one year from the date of such permission 
wnless terminated sooner with the approval of the [commissioner]. 


sec. 8—APPEAL BY MINORITY 
Any member of or subscriber to a rating organization may appeal 


|" igthe [commissioner] from the action or decision of such rating or- 


| 


| ippel 


ganization in approving or rejecting any proposed change in or addition 
the filings of such rating organization and the [commissioner] shall, 
alter a hearing held upon not less than ten days’ written notice to the 
lant and to such rating organization, issue an order approving the 
ution or decision of such rating organization or directing it to give 
futher consideration to such proposal, or, if such appeal is from the 
ution or decision of the rating organization in rejecting a proposed 
addition to its filings, he may, in the event he finds that such action 
ot decision was unreasonable, issue an order directing the rating or- 
nization to make an addition to its filings, on behalf of its mem- 
tes and subscribers, in a manner consistent with his findings, with a 
reasonable time after the issuance of such order. 


If such appeal is based upon the failure of the rating organization 
tomake a filing on behalf of such member or subscriber which is based 
wa system of expense provisions which differs, in accordance with the 
tight granted in subdivision 2 of subsection (a) of Section 3, from 


| the systemi of expense provisions included in a filing made by the rating 


| 
| 


j 


| Oganization, the {commissioner} shall, if he grants the appeal, order 


the tating organization to make the requested filing for use by the 
ppellant. In deciding such appeal the {commissioner} shall apply 
the standards set forth in Section 3. 


Sec. 9—INFORMATION TO BE FURNISHED INSUREDS; i1EARINGS AND 
APPEALS OF INSUREDS 


Every rating organization and every insurer which makes its own 
tates shall, within a reasonable time after receiving written request 
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therefor and u a t of such reasonable charge as it 

furnish to any insured affected by 2 rate made by it, or to the’omét 
ized representative of such insured, all pertinent information 4s to sud, 
rate. 

_ Every rating organization and every insurer which makes its own 
rates shall provide within this state reasonable means whereby any per. 
son aggrieved by the application of its rating system may be howl 
person or by his authorized representative, on his written request to 
review the manner in which such rating system has been applied in 
connection with the insurance afforded him. If the rating organiza; 
or insurer fails to grant or reject such request within thirty days after 
it is made, the applicant may proceed in the same manner as if his 
application had been rejected. Any party affected by the action of 
such rating organization or such insurer on such request may, within 
thirty days after written notice of” such action, appeal to the [com. 
missioner}, who, after a hearing held upon not less than ten days’ 
written notice to the appellant and to such rating organization or in. 
surfer, may affirm or reverse such action. 


SEc. 10—ADvisoRY ORGANIZATIONS 


(a) Every group, association or other organization of insurers, 
whether located within or outside this state, which assists insurers 
which make their own filings or rating organizations in rate maki 
by the collection and furnishing of loss or expense statistics, or by the 
submission of recommendations, but which does not make filings under 
this Act, shall be known as an advisory organization. 


(b) Every advisory organization shall file with the {commissioner} 
(1) a copy of its constitution, its articles of agreement or association 
or its certificate of incorporation and of its by-laws, rules and regula- 
tions governing its activities, (2) a list of its members, (3) the name 
and address of a resident of this state upon whom notices or 
the [commissioner] or process issued at his direction may be served, 
and (4) an agreement that the [commissioner] may examine such 
advisory organization in accordance with the provisions of Section 12 
of this Act. 

(c) If, after a hearing, the [commissioner] finds that the furnish- 
ing of such information or assistance involves any act or practice which 
is unfair or unreasonable or otherwise inconsistent with the provisions 
of this Act, he may issue a written order specifying in what respects 
such act or practice is unfair or unreasonable or otherwise inconsistent 
with the provisions of this Act, and requiring the discontinuance of 
such act or practice. 


(d) No insurer which makes its own filings nor any rating orgati- 
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‘on shall support its filings by statistics or adopt rate making recom- 
es, londbed to it by A advisory caiman which has not 
complied with this Section or with an order of the [commissioner] in- 
yolving such statistics or recommendations issued under subsection (c) 
of this Section. If the {commissioner} finds such insurer or rating 

ization to be in violation of this subsection he may issue an order 
requiring the discontinuance of such violation. 


Sec. 11L—JOINT UNDERWRITING OR JOINT REINSURANCF 


(a) Every group, association or other organization of insurers 
which engages in joint underwriting or joint reinsurance, shall be sub- 
ject to regulation with respect thereto as herein provided, subject, how- 
wer, with respect to joint underwriting, to all other provisions of this 
Act and, with respect to joint reinsurance, to Sections 12 and 16 to 20 


| of this Act. 





i 


| 


(b) If, after a hearing, the [commissioner] finds that any activity 


| or practice of any such group, association or othet organization is un- 


fair or unreasonable or otherwise inconsistent with the provisions of 
this Act, he may issue a written order specifying in what respects such 
ativity or practice is unfair or unreasonable or otherwise inconsistent 
with the provisions of this Act, and. requiring the discontinuance of 
such activity or practice. 


Sec, 12—EXAMINATIONS® 


The [commissioner] shall, at least once in five years, make or cause 
tobe made an examination of each rating organization licensed in this 
sate as provided in Section 6 and he may, as often as he may deem it 
expedient, make or cause to be made an examination of each advisory 
organization referred to in Section 10 and of each group, association 
or other organization referred to in Section 11. The reasonable costs 
of any such examination shall be paid by the rating organization, ad- 
vsory Organization, or group, association or other organization exam- 
ined upon presentation to it of a detailed account of such costs. The 
dicer, manager, agents and employees of ma rating organization, = 
sty Organization, or group, association or other Organization 
teed ot any time sales oath and shall exhibit all books, at. 


| counts, documents, or agreements governing its method of operation. 


in lieu of any such examination the [commissioner] may accept the 


“Under the laws of several of the states, reports of examinations are not 
mde public until the organization examined has an ity to review the 
proposed report and to have a hearing with sna dian ate which hear- 
ing the report is filed for public inspection and becomes admissible in evidence 
4 public record. er ay Ont et nce law, it is suggested that pro- 
visions to this effect be adopted. 
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report of an examination made by the insurance supervisory official of | 


another state, pursuant to the laws of such state. 


SEC. 13—RATE ADMINISTRATION 


(a) Recording and Reporting of Loss and Expense Experience, 
The [commissioner] shall promulgate reasonable rules and statistics) 
plans, recently adapted to each of the rating systems on file with him 
which may be modified from time to time and which shall be used 
thereafter by each insurer in the recording and reporting of its loss 
and countrywide expense ne in order that the experience of all 
insurers may be made available at least annually in such form and 
detail as may be necessary to aid him in determining whether rating 
systems comply with the standards set forth in Section 3. Such rules 
and plans may also provide for the recording and reporting of expense 
experience items which are specially applicable to this state and are not 
susceptible of determination by a prorating of countrywide expens 
experience. In promulgating such rules and plans, the [commissioner 
shall give due consideration to the rating systems on file with him 
in order that such rules and plans may be as uniform as is practicable 
among the several states, to the rules and to the form of the plans used 
for such rating systems in other states. No insurer shall be — 
to record or report its loss experience on a classification basis that is 
inconsistent with the rating system filed by it. The [commissioner] 
may designate one or more rating organizations or other agencies, to 
assist him in gathering such experience and making compilations there- 
of, and such compilations shall be made available, subject to reasonable 
rules promul by the [commissioner], to insurers and rating or- 
ganizations. 

(b) Interchange of Rating Plan Data. Reasonable rules and i 
may be promulgated by the [commissioner]} for the interchange of dats 
necessary for the application of rating plans. 

(c) Consultation With Other States. In order to further uniform 
administration of rate regulatory laws, the [commissioner] and every 
insurer and rating organization may exchange information and expen- 
ence data with insurance supervisory officials, insurers and rating or- 
ganizations in other states and may consult with them with respect to 
rate making and the application of rating systems. 

(d) Rules and ions. The [commissioner] may make reasoa- 
able rules and regulations necessary to effect the purposes of this Ad. 


Sec. 14—FALSE OR MISLEADING INFORMATION 


No person or organization shall wilfully withhold informatica 
from, or knowingly give false or misleading information to, the [cia 
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scioner}, any statistical agency designated by the {commissioner}, 
oa eepsnization, or os insurer, which will affect the rates or 
jums chargeable under this Act. A violation of this Section shall 
subject the one guilty of such violation to the penalties provided: in 
section 16 of this Act. 


sec. 15 ASSIGNED Risks’ 


ts may be made among insurers with respect to the equit- 

ible apportionment among them of insurance which may be afforded 

licants who are in good faith entitled to but who are unable to 

such insurance through ordinary methods and such insurers 

agree among themselves on the use of reasonable rate modifica- 

tions for such insurance, such agreements and rate modifications to be 
sibject to the approval of the {commissioner}. 


Sec. 16—PENALTIES 


The [commissioner] may, if he finds that any person or organiza- 
tion has violated any provision of this Act, im a penalty of not 
more than fifty dollars ($50) for each such viata but if he finds 
ach violation to be wilful he may impose a penalty of not more than 
five hundred dollars ($500) for each such violation. Such penalties 
may be in addition to any other penalty provided by law.* 


Sec. 17—HEARING PROCEDURE AND JUDICIAL REVIEW 
(a) Any insurer or rating organization aggrieved by any order or 


"This section does not purport to deal with the question as to whether 
wsigned risk plans should be voluntary or statutory, nor as to what features, 
including judicial review, should be contained in such plans. If these questions 
ue to be dealt with by statutory provision, such provision should preferably 
be in another statute. 


‘In some states the imposition of fines by administrative officers is pro- 
hibited by basic law. It may be necessary to modify this section to provide for 
the imposition af fines and penalties by some other appropriate state authority. 

The [commissioner] may suspend the license of any rating organization 
or insurer which fails to comply with an order of the [commissioner] within 
the time limited by such order, or any extension thereof which the [commis- 
soner) may grant. The [commissioner] shall not suspend the license of any 
ting Organization or insurer for failure to comply with an order until the 
time prescribed for an appeal therefrom has expired or if an appeal has been 
tuken, until such order has been affirmed. The [commissioner] may determine 
when. a suspension of license shall become effective and it shall remain in effect 
for the period fixed by him, unless he modifies or rescinds such suspension, or 
util the order upon which such suspension is based is modified, rescinded or 


No penalty shall be imposed and no license shall be suspended or revoked 
tucept upon a written’ order of the [commissioner], stating his ae made 
iter a hearing held upon not less than ten days written notice to such person 
Of Organization specifying the alleged violation. 


47932 O—60—pt. 814 
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decision of the [commissioner] made without a hearing, may, with, 


thirty days after notice of the order to the insurer or organization 
tatleen sondedt to the {commissioner} for a honing thant 7 
{commissioner} shall hear such = or parties within twenty day 
after receipt of such request and shall give not less than ten days 
written notice of the time and place of the hearing. Within fifteen 
days after such hearing the [commissioner] shall affirm, reverse » 
modify his previous action, specifying his reasons therefor, 
such hearing and decision thereon the {commissioner} may Suspend ¢, 
postpone the éffective date of his previous action. 

b) Nothing contained in this Act shall require the observance 
any Mang of Foal tules of pleading or evidence. : 


(c) Any order or decision of the [commissioner] shall be subjed 
to review (here insert language indicating scope of the review)..... 
sete eeeeees tee e eee eens SWoha Sede es bo eee EE 2+ by [appeal 
[writ of certiorari}® to [{the....................... court]}* at 
instance of any party in interest. 


The court shall dete mice whether the filing of the: [a } 
[petition for such writ]}* operate as a stay of any such ot 
decision of the [commissioner]. The court may, in disposing of the 
issue before it, modify, affirm or reverse the order or decision of the 
[commissioner] in whole or in part. 


SEc. 18—Laws REPEALED 


Soatigne. « as9s8 e+ and wh t.... Of the statutes of this state are 
hereby repealed. All other laws or parts of laws inconsistent with the 
provisions of this Act are hereby repealed. 


SEC. 19—CONSTITUTIONALITY 


If any section, subsection, subdivision, paragraph, sentence or claus 
of this Act is held invalid or unconstitutional, such decision shall not 
affect the remaining portions of this Act. 


SEC. 20—EFFECTIVE DATE 
pe GS LR Tee 


*Consideration should be given to the practice and procedure in each state. 

*The effective date of this Act should be set sufficiently ahead to allow the 
insurance department, the companies and the rating organizatidns to prepare 
themselves with necessary personnel and procedures to carry out the purposes 
of the Act. Under the provisions of sub-section (h) of section 4, the provisions 
of the Act go into effect as to the use of regulated rates 90 days after the effec- 
tive date of the Act. It is, ore, recommended that such effective date 
should be not later than October 1, 1947, which is 90 days prior to January |, 
1948, when the moratorium under Public Law 15 ends. 
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ADDITIONAL SECTION RECOMMENDED FOR STATE WHICH 
HAS INADEQUATE ANTI-REBATE LAW OR HAS 
NO SUCH LAW 
sec. [ ]—REBATES PROHIBITED 


No broker or agent shall knowingly charge, demand or receive a 
remium for any policy of insurance except in accordance with the 
provisions of this Act. No insurer or employee thereof, and no broker 
or agent shall pay, allow, or give, or offer to pay, allow, or give, directly 
or indirectly, as an inducement to insurance, or after insurance has 
heen effected, any rebate, discount, abatement, credit or reduction of the 
femium named in a policy of insurance, or any special favor or ad- 
vantage in the dividends or other benefits to accrue thereon, or any 
valuable consideration or inducement whatever, not specified in the 
policy of insurance, Sveet to the extent provided for in applicable 
fling. No insured named in a policy of insurance, nor any employee 
of such insured shall knowingly receive or accept, directly or indirectly, 
iny such rebate, discount, abatement, credit or reduction of premium, 
ot any such special favor or advantage or valuable consideration or in- 
dueement. Nothing in this Section shall be construed as prohibiting 
the payment of commissions or other compensation to duly licensed 
gents and brokers, nor as prohibiting any insurer from allowing or 
rtuming to its participating policyholders, members or subscribers, 
dividends, savings or unabsorbed premium deposits. 


As used in this Section the word “insurance” includes suretyship 
ind the word “‘policy’’ includes bond. 
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THE ALL-INDUSTRY COMMITTEE 


The All-Industry Committee 1s composed of representatives of the 
following national insurance organizations: 


American Institute of Marine Underwriters 
American Mutual Alliance 

American Life Convention 

American Reciprocal Association 

Associated Factory Mutual Fire Insurance Companies 
Association of Casualty and Surety Executives 
Bureau of Personal Accident and Health Underwriters 
Health and Accident Underwriters Conference 
Insurance Executives Association 

Inland Marine Underwriters Association 

Life Insurance Association of America 

National Association of Casualty and Surety Agents 
National Association of Independent Insurers 
National Association of Insurance Agents 
National Association of Insurance Brokers 
National Association of Mutual Insurance Agents 
The National Board of Fire Underwriters 
National Fraternal Congress of America 


Surety Association of America 
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March 13, 1959 


FIRE INSURANCE GRADING AND RATING IN CALIFORNIA 


Pu e and Scope of the Report. The Fire Grading and 
Rating Committee of the Teague of California Cities 
has found -in the course of its work that the grading 
of cities and the making of fire insurance rates in- 
volves many agencies and organizations. The primary 
purpose of this report is to describe the function of 
each organization which participates directly in fire 
grading and rating. This report seeks to outline and 
clarify the functions of these organizations, describe 
the processes involved in establishing fire insurance 
rates, and set forth in general terms the legal frame- 
work within which these organizations operate. The 
more significant criticisms which have been made of 
fire grading and rating processes by cities are 
summarized and the recent activities of state and 
national fire grading committees in investigating 
these criticisms are reviewed. A tabulation of 
grading data for 270 California cities is presented 
here for the first time. 


This is not a technical analysis of the factors sct 
forth in the Standard Grading Schedule; nor is it a 
detailed description of the intricacies of rate-making 
Rather, the report proposes to show how processes and 
agencies involved are related and to indicate how the 
entire system of grading and rating affects California 
cities. 


References to printed materials describing the 
technical aspects of fire grading and rating herein 
reviewed can be supplied upon request. 


oe — 
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The Effect of Grading and Rating on Citics. From 10 to 20 percent of the 
city operating budget is expe for maintaining a fire department. This 
share of expenditure is often greater when allocations are made for major 
capital improvements such as equipment, alarm systems and fire houses. 

Some municipal functions, such as building inspection, zoning administration, 
water service, and the operation of other emergency services are not 

usually considered to be part of the fire function, but are, nevertheless, 
strongly associated with grading and rating. Most city officials are keenly 
aware of the fact that the better these practices and facilities, the better 
the insurance class (the terms "insurance class," "grade," "classification," 
and "class" are all. used interchangeably as the final numerical evaluation 
which every city is assigned by the National Board of Fire Underwriters 

upon completion of a grading. For the sake of uniformity, the term "in- 
surance class" will be used throughout this report). The insurance class 

is a primary factor in determining the basic rate by which rate schedules 
are factored and applied to arrive at the final premium rate which the 
jnsured mst paye The lowest possible premium rate often becomes the 
immediate objective in a city's effort to decrease its insurance class. 

City officials are also keenly aware that many of the improvements re- 

quired for decreasing their city's insurance class are costly. The question 
inevitably arises -- will amounts to be spent for improved fire protection 
be offset by the total lower premiums which will be saved resulting from 

the anticipated improved insurance class? In other words, does better fire 
protection pay? From information available, it appears as though there is 
no close relationship between the amount spent. for improvements and the 
reduction of insurance class and rates. The rating system was never in- 
tended to function according to a precise formula based on that premise. 

Even though rates do not decrease in proportion to amounts spent on fire 
protection, there is some relationship; and it is often the primary con- 
sideration in expending funds on improvements and serves as an inducement 

to cities. Lower fire insurance rates naturally have broader implications, 
such as attraction of industrial and other development, as well as the 
principal benefits of improvements -- better water service resulting from 
higher water pressure of a new storage tank, or sounder structures result- 
ing from better building codes are examples. The financial aspects of 
grading and their influence on those municipal functions related to the fire 
function are pointed out here to focus attention upon the profound effect 
which grading has on municipal affairs. At the same time, the value of 
improved fire protection, aside from insurance considerations, mist be 
emphasized. The need for protection of life and property from fire hazard 
would probably be substantially the same, or perhaps greater, if the 
insurance industry did not function in the way it does. 


The Grading Process -- The Rate-Making Process. The main purpose of the 
grading process is to evaluate fire defenses and physical facilities in 
order to arrive at an insurance class, The main purpose of the rate-making 
process is to evaluate individual risks and, in the light of loss ex- 
perience, determine a premium rate. Grading may be defined as the method 
of measuring the extent that a city's fire defenses vary from standards 

set by the National Board of Fire Underwriters. The standards are designed 
to measure conflagration potential and the weaknesses that might exist in 
the city's protection. According to the NBFU, "These standards were not 
arbitrarily set by the NBFU but are arrived at by application of fundamental 
engineering principles, and follow the best practices and procedures in 
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actual operation." The insurance class of a city indicates its relative 
standing with reference to its fire defenses and physical conditions amonz 
all other cities in the United States. The unit of measure used in 
evaluating is deficiency points. The relative values within the schedule 
and the maximum deficiency points which may be assessed for the various 
features considered in arriving at an insurance class are as follows: 


Deficiency 
Feature Per Cent Points 

Water Supply ceccscccsescccscess 34 eocccece 1,700 
Fire Department essccccscccsceces 30 eesccee 1,500 
Fire Alarm cccccccccsccccesecses 11 eeeeeee 550 
Police Department sescesscscceces 1 everecce 50 
Fire Prevention cecosescsccssece 6 eeceves 300 
Building Department eeceesecccces 4 eerecee 200 
Structural Conditions cecesseseses 14 eessees 700 
Climatic Conditions seeeeeeeesee 7. eeeeeee ee 
Divergence Ceeerereeseaeseeesees eo eeeesce oo 

100 5,000 


The above features are broken down into a total of 125 items, cach being 
a subsidiary standard and each item is evaluated separately. Total de- 
ficiency points for all nine factors (125 items) weighed determines the 
city's insurance class in accordance with the following schedule: 


Points of Relative Class 
Deficiency of Municipality 
O- 500 eeeeeeeeeeeeeeeeeeceeeeeeee First 


501-1,000 See eeeeseesesesesseesesese Second 
1,001-1,500 seccveccscccccsoscvesesese Third 
1,501-2,000 eeeeeeseeeeeeeeeeeeeeeaeeee Fourth 
2,001-2,500  sesccccccccsccccccoesecees Fifth 
2,501+3,000 Seoeeereseeeeesereeseseees Sixth 
3,001+3,500 Seeeeseeereseseneseseerees Seventh 
3,501=4 ,000 COCR EO EEO REE ES EREOEEEEOS Eighth 
4, ,001-4 , 500 Pees oeeseseeesessesseeeere Ninth # 

More than 4,500 CORSO Re EER EL EE EEE HEE EEES Tenth* 


# A ninth-class municipality is one (a) receiving 4001 to 4500 points of de- 


ficiency, or (b) receiving less than 4001 points but having no recognized 
water supply. 


* A tenth-class municipality is one (a) receiving more than 4500 points of 
deficiency, or (b) without a recognized water supply and having a fire de- 
partment grading tenth-class, or (c) with a water supply and no fire de- 
partment, or (4) with no fire protection. 





; 
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is a complicates process kept secret, in part, by competing 
pe companies.~* It is known, however, that rate-making organiza- 
ee in California establish recommended fire insurance rates which will 
= the costs of administering insurance companies, plus the amounts 
on fire losses, plus profits. The final recommended premium rate to 
rn by the insured is determined in the following manner: Experience 
ee any years has shown that risk on buildings and contents varies de- 
ding on type of construction, occupancy, exposure and public and private 
tection; 80 115 types or classes of risks have been developed in 
yecordance with those qualities. The classes are to some degree arbitrary 
put they are necessary to insurance companies in order to differentiate 
between various risks and have been found to be acceptable to the 
Insurance Commissioner. Construction features, along with public pro- 
tection considerations, are the main factors in arriving at a "keyrate" 
ynich is determined to apply to groups of buildings. Individual buildings 
are then evaluated according to construction, occupancy, exposure - 
wi specific public and private protection measures, the findings of which 
se factored by the key rate to arrive at the building rate. The per- 
vatage of value desired to be insured is then determined. The key rate, 
ilding rate and percentage of value to be insured is then factored by 
state-wide loss experience over the preceeding five year period to arrive 
st the final rate, that is, the rate that the insured must pay. Many 
inurance companies use the rates promulgated by PFRB for arriving at all 
rates charged. Others may deviate from these rates by increasing, de- 
sreasing or Otherwise varying from the recommended rates. 


gations and Agencies Involved in Grading and Rate-Making. Insurers. 
insurance companies are not required to use the rate schedules 
set up by rating organizations nor are they required to use the findings of 

organizations. Many companics use their own systems and set their 
mtes independently from these organizations. 


fat izations. The principal rating organization in California is 
oo Te Five Rating Bureau. Substantially more than half of the fire 
{surance written in California is based on ratings promulgated by the 
WB, Several mutual companies maintain their own rating organizations. 
fhe PFRB performs two main functions: (1) prepares rate schedules for the 
l§ different classes of fire insurance; and (2) rates and publishes the 
nting information for individual buildings. The Pacific Fire Rating 
wweau is dependent upon grading organizations for grading and fire loss 
aperience data. PFRB was formed, is governed and is primarily supported 
y capital stock insurance companies. Through a committce system, the 
gverning board sets policy which is administered by a technical staff, 


=e eh Organizations. Two advisory organizations are concerned 

wt mg of cities in California, the National Board of Fire 
iderwriters and the Board of Fire Underwriters of the Pacific. As a 

gneral rule, the former grades cities over 25,000 population and the latter 


gales cities under 25,000 population; otherwise, the functions of the 
wo organizations are the same, Their primary functions are to: 


“It should be noted that the Pacific Fire Rating Bureau does, from time 
‘o time, discuss rate changes with various organizations and individuals. 
leting schedules and tariffs are not kept confidential.- 
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(1) develop fire protection standards; (2) evaluate the fire defenses ang 
physical conditions of cities and towns in the light of standards de- 
veloped and assign insurance classes; (3) collect and disseminate all 
kinds of fire statistics; (4) encourage the development and use of good 
fire protection practices, facilities and conditions through an educationa] 
program; (5) make recommendations to public agencies and private firms 
and individuals regarding fire protection; and (6) generally advance the 
legitimate business interests of members and the industry. Both organiza. 
tions were formed, are governed and are primarily supported by capital 
stock insurance companies. Through a committee system, the governing 
board sets policy which is administered by a technical staff. Neither 
the NBFU nor the BFUP make rates or participate in the rate-making enter. 
prise. Both provide advisory services to rate-making organizations, 


Regulating Agencies and California Law. In 1944 the United States Supreme 
Court found that the rate ing operations of the South-Eastern Under- 
writers' Association were “commerce among the several states" and were 
therefore subject to the provisions of the Sherman Anti-trust Act. In 
response to this decision, there was a hasty attempt in Congress to ex 
insurance from the provisions of the Act but the attempts failed. In 195 
the McCarran Act was passed which provided that the insurance industry 
was to be exempted from federal anti-monopoly acts until January 1, 1948, 
after which date they "shall be applicable to the business of insurance 
to the extent that such business is not regulated by state laws." Within 
that three year period all of the states, including California, adopted 
legislation regulating, to a greatcr or lesser degree, the insurance 
business. 


State Regulation: In 1945, Chapter 27, Statutes of 1945, which appears 

as Section 1131 of the Insurance Code, was enacted by the State of California, 
thus exempting the insurance business in California from federal regulation, 
The State Department of Insurance was charged with the responsibility of 
administering the state's new insurance laws, including fire insurance, 
However, the insurance commissioner had exercised certain supervisory 
powers over insurance companies for many years prior to the SEAU case. 


The intent of California law is to assure competition on a sound financial 
basis, the theory being that the forces of competition are most effective 
in regulating the industry. To this end, regulation rests on three major 
points: 


(1) Insurance rates shall not be excessive, inadequate or unfairly 
discriminatory. 





(2) Advisory and rating services shall be available to all admitted 
insurers. (An admitted insurer is one who makes application 
for transacting specific classes of insurance, complies with 
all of the requirements of the law and procures a certificate 

of authority from the insurance commissioncr),. 


Cooperation between insurers in rate-making matters is authorized, 
but agreement among insurers to adhere to certain rates is 
prohibited. 








"= 
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The standards applicable to rates in determining excessiveness, inadequacy 
and unfair discrimination are: 


"No rate shall be held to be excessive unless (1) such rate is 
ynreasonably high for the insurance provided and (2) a reasonable 
degree of competition does not exist in the area with respect to 
the classification to which such rate is applicable. 


"No rate shall be held to be inadequate unless (1) such rate is un- 
reasonably low for the insurance provided and (2) the continued 

use of such rate endangers the solvency of the insurer using the 
same, or unless (3) such rate is unreasonably low for the insurance 
provided and the use of such rate by the insurer using same has, 

or if continued will have, the effect of destroying competition 

or creating a monopoly." 


The services of advisory and rating organizations are required to be avail- 
able to any admitted insurer, at a reasonable fee. The purpose of this 
provision is apparently to prevent the possibility of rate-fixing by 
excluding some insurers from access to rating data. 


Wenders or subscribers of rating or advisory organizations may use the 
rates and systems of grading and rating organizations but, except in 
mtters relating to co-surety bonds or in agreements for apportionment of 
casualty insurance, are prohibited from agreeing with each other to adhere 
to ratese However, joint underwriting and joint reinsurers are considered 
single insurers and are therefore immune to the prohibition of agreement 
on ratese 


Advisory, rating, joint underwriting and joint reinsurance organizations 

are required to provide evidence of compliance with the Insurance 

Commissioner, and the evidence must be approved by the Insurance Commissioner, 
in order to obtain and retain a license. The Insurance Commissioner is 
authorized to examine any insurer, advisory or rating organization, joint 
underwriter or joint reinsurer to see that each complies with the re- 
quirements and standards set forth in the statutes. He may revoke a 

license or may invoke a fine for failure to comply. 


Companies and rating bureaus are not required to obtain approval of their 
rates from the Insurance Commissioner. They are not even required to file 
their rates. 


Any person aggrieved by any rate charged, rating plan, rating system or 
wierwriting rule (this language appears to include a city grading) may 
appeal through procedure provided for in Article 7, Sections 1858 et sea. 
of the Insurance Code. 


Fire Grading and Rating Committees. The Fire Insurance Rating Committee 
of the AMA E: been actree since 1952 when recommendations concerning 

the proposed revision of the Grading Schedule were submitted to the NBFU 
for their consideration. Partly because city representatives felt that 
their requests did not receive due consideration when the schedule was 
revised in 1956, another AMA Fire Insurance Rating Committee was formed. 
The scope of the 1957 committee was broadened to include an analysis of 
the revised schedule to determine significant changes, a study of the 
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different ways in which the grading schedule is applicd throughout the 
United States and an evaluation of the pressure brought to bear and in- 
fluence exerted on public expenditures for fire protective services by 

the application of the schedule. The-AMA has circulated questionnaires 

to cities in an effort to determine what the experience has been with 
grading agencies and some notable reactions have been received. An analysis 
of the revised schedule has been prepared which compares provisions of the 
1956 and 1942 editions of the Standard Schedule, The Committee has em- 
barked on a work program, including: 


1. Current revision of the fire grading schedule. 

2. Application of the grading schedule to cities. 

36 Factors affecting fire insurance rates. 

4, Better utilization of manpower for fire protection. 


The main office of the National Board of Fire Underwriters in New York has 
appointed a special Board representative to work with the Committee on 
these matters. 


Several state leagues have appointed committees to study fire grading and 
rating problems in their own states. The purpose of the California 
Committee is outlined in a resolution passed at the 1957 League Con- 
ference: 


"he Secure a fair and equitable fire grading schedule which will 
be applied to meet the conditions existing in California, and 


2. Review and propose changes in the national fire grading 
schedule based upon the experience of California cities and 
make such review and proposals available to California Cities, 
and 


3. Obtain a better and closer relationship between California 
cities and the fire rating boards, and 


4, Assist the American Municipal Association in its study on the 
national level." 


The Califomia Committee has prepared a summary of comments on the grading 
reactions and forwarded it to the national committee. This report and 
tabulation of grading has been prepared under the direction of the 
committee as a preliminary step to a more specific review of factors in the 
grading schedule which are of concern to California cities. 


The California Committee has undertaken a study of fire protection manpower 
utilization which will result in @ summary of duties performed by firemen 
and time spent in performing these duties. The California Committee's 
work will contribute, along with other state league projects, to a rather 
comprehensive review by the AMA Committee of the various aspects of fire 
protection outlined above. 


Some Criticisms of the adie Process. It is recognized that it is easier 
to criticize a system create it. The Standard Grading Schedule and 


its application has received .a great deal of criticism but probably too 





2s 
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sew specific proposals for its improvement have been made. Still it is be- 
seved the first step to improvement of the grading system is to locate 
the weakness CS « Criticisms that have been made include: 


1, Some factors in the schedule are weighted too heavy, others too 
sis light. For example, maximum improvement of fire prevention 
. practices would not reduce the grade of a city by one classifi- 
cation; yet, fire prevention is generally acknowledged to be the 
greatest area in which fire loss can be reduced. Manpower re- 
quirements are unreasonably high. National Board standards are 
such that fircmen must spend the greatest portion of their time 
in less than the most productive way. 


2, Actual performance of cities is slighted in the grading process. 


A city's fire loss experience may be exceptionally good but never 
reflected in the grade. 


3. The schedule is applied with considerable variation. Two cities 


in the same valley not ten miles apart may be assessed different 
deficiencies for climatic conditions. 


4, Cities do not have ample opportunity to correct deficiencies 
after a survey before a final grade is determined. 


the above comments are not submitted as statements of fact but, rather, as 
points of view, valid or not, which have been expressed on the grading 
process e Some of these attitudes may be based on lack of information or 
risunderstanding » 


ulation of Fire Grading Statistics. 2680 California cities have granted 

to the League of C ornia Cities to obtain, use and publish fire 

data. However, the tabulation does not include the complete data 

for all of the 260 cities because a number of cities which granted permission 
ive not been graded, even though an insurance class has been assigned. The 
filloving tabulation is included in this report for two reasons: First, some 
@ the information such as the date of last grading and the insurance class 
fi mny cities will give individual cities an opportunity to compare their 
fire protection program with other cities. Secondly, analysis of the data 
y the Fire Grading Committee may provide some insight into the fire grading 
probleme 


e ay comparison of the grading data of one city with the grading data of another 
smuld take into consideration the widely varying conditions among cities. It 
imild be recognized that the deficiency points listed under each major 

feture are totals of many items graded. Some of the cities included in this 
tdulation were in the process of being regraded when the statistics were 

wpiled (January, 1958). Others are currently in the process of being re- 


guled, Still other cities have requested a regrading and will be graded in 
te near future. 


he cooperation of city officials in granting permission to use the data, and 
tthe National Board of Fire Underwriters and the Board of Pire Underwriters 
df the Pacific in making the data available is gratefully acknowledged. 


weause of the general nature of the data and the highly technical knowledge 
mired for the work, no attempt has been made to analyze the data in this 
report. 
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+ Lbany 
iltures 
anderson 
sntioch 
«uburn 
Bakersfield 
Belmont 
Belvedere 
Benicia 
Berkeley 
Biggs 
Burlingame (1) 
Calistoga 
Carmel (1) 
Ceres 

Chico 
Chowchilla 
Cloverdale 
Clovis (1) 
Coalinga 
Colfax 
Concord (2) 
Corcoran 
Corning 
Corte Madera 
Crescent City 
Daly City (1) 
Davis 

Delano 

Del Rey Oaks 
Dinuba 

bos Palos 

El Cerrito 
Emeryville 
Escalon | 
Fairfield 
Folsom 

Fort Bragg 
Fort Jones 
Fremont 
Fresno 

Galt 
Greenficld 
Gridley 
Gustine 
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JMALANG DATA FOR 153 NORTHKHN CALIFUAML. CITIES 


UOT, 


POP, 
— 


70,642 
17,590 
2,819 
4,26 
15,507 
ly 871; 
47,687 
11,800 
1, 767 
113,805 
78h 


21,985 
1,18 


14, 687 
425k 
2,823 
Ly l62 
6,021 

820 

25,053 
4,82), 
2,543 
4,16), 
2,709 

30,506 


40, & YR. 
GRADED 


194) 
195 
1956 
1947 
1949 
1934 
1956 
1954 
198 
1934 
1951 
1939 
1951 
196 
1947 


Dec, 
Feb, 
May 
Jan, 
Aug, 
Mar, 
Jan, 
Dec, 
Aug. 
Oct, 
Mar, 
AUg. 
Apr. 
May 
July 
Feb, 1953 
Apr. 1956 
Mar, 1954 
Jan, 1951 
Feb, 19h9 
Aug. 1955 
Oct, 1952 
May 1952 
Aug. 1954 
July 1952 
Apr. 1951 
Dec, 1951 
July 19h2 
Dec, 1953 
June 1953 
May 1957 
June 1952 
Feb. 1945S 
Nov, 1953 
Aug. 1957 
May 1956 
Apr. 1939 
Dec, 1952 
Nov, 1939 
Varies, 

June 1955 
Mar, 194.7 
Apr. 1952 
Apr. 1940 
July 1955 


To 


TOTAL NW. B, 
POINTS CLASS 


1480 
143 
1954 
3761 
2069 
293 

936 
2648 
28),7 
3196 
1339 
3632 
1428 
3020 
2357 
3098 
1400 
2738 
2575 
3525 
2186 
3134 
149 
2h71 
2569 
25h3 
2911 
1997 
1927 
186), 
2281 
2394 
2700 
1831 
1861 
3282 
2210 
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be graded a 
1149 
3213 
2890 
2773 
2518 


g 
AAKRANwWD OAOAaUA LS 


' ATER 
SUPPLY 


336 
232 
Lo2 
1499 
322 
513 
162 
781 
803 
934 
264 
66h, 
329 
697 


1085 


unit in 1958 


291 
718 
611 
432 
413 


Hegrading in process as of January, 1958 


Mt, Disblo Fire District in Concord, 


differently, 


a 198 


; PIR 

DEPT. ALAR 
353 8h 
354 109 
646 143 
949 36 
7. 181 
838 23h 
oo 
9 366 
760 406 
872 399 
296 119 
1264 155 
411 137 
861 376 
89), 397 
1023 395 
369 136 
969 395 
929 38h 
1154 381 
555 170 
1218 ke 
398 12 
811 386 
675 401 
71h 195 
746 2 
640 135 
416 38h, 
518 21 
516 333 
86 386 
950 36h 
475 2 
667 109 
658 bol 
799 459 
876 hilo 
754 368 
1102 437 
120 67 
1.082 Uh 
950 430 
870 435 
889 381 


Suburbs are graded 


Population figure for January, 1958, not. for year vraded 


—_—$—$—$—$—$—_$—$$$—— 
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GRADLNG DaTA FOR 153 HUKTiL a CaLIFORVia C1TLis 





| BLDG. FIRE STRUCTURAL CLINATS’ 
| gyty  POLILE LAWS PREVEWSION CONDITIONS CONDITIONS. DiV-uGi huh 
wine 5 97 87 325 193 0 
‘ery 15 133 95 3U2 163 0 
‘itaras 1d 104 165 292 185 0 
ejer000 20 198 299 206 202 22 
iptdoch 0 123 196 299 158 L8 
turn 10 8h 218 378 218 0 
kersfield 0 48 26 193 380 0 
ilsont 0 133 101 3L3 195 0 
ylvedere 0 161 187 300 230 0 
seni 10 198 271 4406 106 0 
serkeley 20 71 47 329 193 0 
uggs 20 198 279 329 300 123 
irlingame(1) 0 59 32 280 180 0 
wlistoga 20 118 eh 4h? 260 0 
) med = (1) «0 52 76 3h0 203 107 
sere 9 103 252 218 225 0 
chico 0 68 37 312 300 0 
hovehilla ; 9h 208 160 275 ui? 
| merdale 0 68 1.83 305 215 81 
dois (1) 9 158 22h, 71 275 0 
alinge 15 89 173 267 360 v 
slfax 30 155 250 187 173 138 
‘core (2) 9 93 ug 231 250 0 
‘reoran 2h 125 219 195 325 68 
“amning 5 119 255 279 300 0 
rte Nadera 10 135 221 ko 295 0 
yescent City 9 116 169 Lug 50 0 
dy City (1) 4 160 213 297 170 2 
‘arts 0 60 ui2 306 203 0 
‘elano 15 64 130 200 360 0 
el Rey Oaks 15 95 195 (160 add, def.) 
“tnuba 22 131 202 2u6 300 0 
os Palos 9 2 133 238 270 23 
1 Cerrito 9 151 131 163 163 0 
ieryville 5 ha 167 426 185 56 
/ tyealon 20 135 102 277 (302 add, def’, ) 
hirfield 0 66 135 302 183 62 
| telson 30 198 277 342 175 0 
| fort Bragg 9 185 237 429 200 5 
| fort Jones 30 198 285 319 210 0 
“senont Varies, To be greded ac unit in 1958 
“rysno 9 58 37 292 275 0 
iat 18 159 252 412 150 0 
reenfield 0 165 235 217 250 32 
(ridley 10 153 265 252 300 58 
| ‘ustine 9 17 165 alia 235 68 


(1) hegradiny in process as of January, 1958 
(2) Mt, Diablo Fire District in Concord. Suburtu are praded 
differently. 


ag 








4578 


GRADING DATA FOR 153 WORTHEKN CALIFORNIA CITIES 


(3) “ST. 

CITY POP, 
Hantord 10,232 
Hayward 55,230 


Healdsburg 3,987 
Hercules 

Hillsborough 6,685 
Hollister 6,017 


Huron 1,373 
Ione 1,605 
Kerman 1,78), 
Lakeport 1,983 
Larkspur 3,605 
Lindsay 5,492 
Live Ook 2,067 


Livermore 12,595 
Livingston 1,712 
Lodi 16,674 
Lompoc 5,520 
Los Altos 19,572 


Los Altos Hills 3,138 


Los Banos 5,418 
Los Gatos 5,614 
Madera 13,572 
Manteca 5,918 
McF,rland 2.922 
Mendota 2,59 
Merced 20,39) 


Millbrae 14,508 
Mill Valley 9,1:36 


Milpitas 1,92h 
Modesto 33,047 
Montague 718 
Monterey 21,840 


Morgan Hill 1,857 
Mountain View26,023 


Napa 19,06 
Nevada City 2,562 
Newark 6,98 
Newman 1,938 
Oakland 364,575 
Orland 25592 
Oroville 6,386 


Pacifica (1) 20,763 
Pacific Grovel0, 71 
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MO, & YR. TOTAL N. Bb. WATER 
GRADED POINTS CLASS SUPPLY 
May 1954, 168) 4 301 
Apr, 1950 2351 5 363 
July 1947 2368 5 318 
(Graded as Pinole) 
July 1956 1387 3 263 
Sept. 1955 310 7 yaun 
(No N, B, Grading) 
Auge 1957 2904 6 582 
Dec, 1953 269k 6 508 
June 1940 292 6 816 
Apr. 1944 2198 5 3h 
Dec, 1952 2223 5 58h 
Fe>, 1952 2573 6 38 
Jan. 1953 2827 6 657 
Juiy 1956 262 6 427 
Nov, 1954 1873 4 25k 
Seps,1954 2395 5 50 
June 1956 1951 iF 366 
(Part of Los Altos Fire Dist, ) 
Dec. 1957 2137 5 498 
Mer, 1957 2093 5 197 
Mar, 1947 2375 5 389 
Jan, 1949 2hh6 5 62h 
(No N, B, Grading) 
Dec. 1957 322 7 895 
Mar, 1956 1230 3 203 
Aug. 1950 3165 7 798 
Apr. 1947 2146 5 379 
Nov. 1957 2353 5 472 
Mar. 1953 956 2 131 
July 1948 3531 8 937 
Feb. 1953 1470 3 277 
Jan. 1952 2586 6 354 
Jan, 1953 253 5 618 
May 1951 1313 3 216 
Nov, 1954 2239 5 345 
Sente1956 2380 5 437 
Nov, 1949  33h0 7 1256 
Mar. 1939 17h8 4 628 
Mar, 1950 2932 6 726 
Oct. 1956 2087 5 370 
Mar, 1955 25h6 6 614 
Dec, 1955 1719 h 293 


(1) Regrading in process as of January, 1958 


FI 
DEPT, 


403 
869 
879 


188 
10h1 


907 
991 
890 
747 
516 
838 
746 
91;3 
609 
564, 
463 


61,7 
7i7 
922 
59) 


1119 
291 
1060 
550 
616 
182 


489 


VL 
ALARY 
—, 

121 


2he 
373 


366 
305 


106 
397 
40 
32h 


(3) Populgtion figure for January, 1958, not for year graded 


Ly, 
gay 


gnford 
tgward 


‘aific 
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GRADING DATA FOR 153 NORTHERN CALDPORNIA CITLES 





VLR 
Lazy WLDG, FIRE STHUCTURAL CLIMATIC 
= ont PULICE LAWS PREVENTION CONDITIONS CONDITIONS LIVEAGiNCE 
21 - 
he sotord L 63 10 338 350 0 
73 cust 0 82 130 383 205 77 
i ]dsbure 5 100 102 261 220 90 
66 cereale (Graded as Pinole) 
05 a)sborough 0 Lo Lo 265 205 0 
silister 0 139 209 393 305 3h 
06 on (No N, B. Grading) 
97 ” 19 198 237 400 (155 add, def.) 
10 anes \ 67 1b6 207 300 72 
2h, igkeport 10 78 258 229 251 0 
§) ‘indsay 15 L6 8h 312 300 0 
53 sive Oak ) 123 228 212 300 63 
13 ljvernore 9 90 168 Ok 300 0 
57 livingston 9 88 212 219 250 81 
88 mn 0 100 100 293 133 27 
72 teapot 28 131 139 400 205 0 
igs Altos 6 122 127 293 200 0 
57 ios Altos Hills (vart of Los Altos Fire Dist.) 
U5 igs Banos 20 54 92 217 (250 add, def.) 
01 1p Gatos 23 105 96 393 (317 edd. def, ) 
99 adera 33 80 177 2h1 250 82 
toca 0 13h 174 321 200 0 
93 ieforland (No N, B, Grading) 
05 ndota 0 61 210 u5O (29 add. def.) 
08 iereed 0 69 13 302 250 0 
61 bree 0 155 226 32h 180 16 
51 4) Valley 0 81 75 400 300 0 
U5 Upitas 29 125 98 4o2 (260 add, def. ) 
106 Iudesto 0 50 2k 301 225 0 
50 ‘ontegue 15 198 251 199 78 7h 
406 ‘nterey 0 86 37 331 160 0 
372 toreen Bi11 0 132 142 476 285 il 
9% Wmtain View 9 61 186 262 215 0 
188 ‘wa 5 56 55 267 250 0 
368 ima City 0 130 186 359 205 50 
26 ievark 30 135 1h 254 210 22 
% oat 9 1u9 190 271 2u5 5 
408 dand 0 82 69 369 193 0 
93 trland 9 137 229 266 300 0 
377 ville 0 75 162 315 300 30 
158 teifies (1) 2h 132 2h0 232 170 0 
wific Grove 9 10h, Luh 337 185 0 


(1) Regradin: in process as of January, 1958 


47932 O—60—pt. S 15 
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GRADING DATA FOR 153 NORTHE.N CALIFORNIA CITIES 


(3) EST, 
ClTY POP, 
varlier 1,419 
Paso Robles 6,628 
Patterson 2,901 
Petaluma 12,532 
Predmont 10,639 
Pinole 3; 000 
Pismo Beach 1,930 
Pittsbure 16,57 
Pleasanton 3,112 
Point Arena 481 
Portola 2,261 
Reedley 5, 280 
Red Bluff 5,553 
Redding 11,880 
Redwood City 39,002 
Richmond 102, 94 
Rio Vista 25533 
Ripon 1, 769 
Rocklin 1,334 
Roseville 11,079 
St, Helena 2,297 
Salinas 21,697 
San Anselmo 10,h16 
San Bruno 20,037 
San Carlos 19,505 
Sanger 8,212 
San Jose 128,905 
San Leandro 64,037 
San Luis 
Obispo 17,229 
San Mateo 65; 999 
San Pablo 18,270 
San Rafael 16, 526 
Santa Clara 32,305 
Santa Cruz 22,794 
Santa Rosa 29,017 
Saratoga 15,276 
Sausalito L,9kS5 
Seaside 15,381 
Sebastopol 2,731 
Selma 6,806 
Shafter 3,086 
Soledad 2,738 
Sonoma 2,416 
Sonora 2,448 
South San 
Francisco 35,690 






MO. & YR, 


GRADED 


Feb, 
Mar, 


1953 
1957 


Sept.19L46 


Dec, 


Sept, 


Jan, 
Mar, 


Sept ’ 


Deo, 
Aug. 
Oct, 


Sept, 


liar, 
Nov, 
Aug, 
Nov, 
Apr, 
Mar, 
Mar, 
Dec, 
June 
Jan, 
Feb, 
June 
Apr. 
July 
Dec, 
July 


July 
Apr. 
July 
June 
May 

Jan, 
July 
Mar, 
Nov, 
liay 

May 

Aug. 


1952 
1950 
1957 
1950 
1953 
1949 
1956 
1951 
1938 
1952 
1954 
1954 
1952 
1958 
1955 
1951 
1955 
1955 
195h 
190 
195 
196 
1938 
1955 
1955 


1957 
19h9 
1953 
1947 
1954 
1957 
1955 
1953 
1948 
1957 
1950 
1951 


Sept. 


Dec, 
Apr, 


July 


1952 
1950 
191 


1953 





TOTAL 
POINTS 


2652 
2741 
2407 
1459 
1474 
2362 
2616 
2092 
2753 
3258 
2938 
2367 
2hes 
1477 
1437 
14h7 
2460 
2820 
3283 
1641 
2230 
2280 
1421 
2354 
259 
2328 
162 
1916 


1811 
1395 
1730 
1844 
1355 
1405 
1166 
2756 
2470 
2261 
2263 
282 
2526 
2555 
2700 
2156 


1L52 


w MAM AUUUTU AW WwW Ew COMMUN VU AU Ww ULB DU OAUT W UL OAD 
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WATER 
CLASS SUPPLY 


657 
559 
596 
279 
169 
317 
630 
250 
770 
909 
755 
408 
355 
2h6 
189 
250 
626 


1014 


615 
408 
378 
561 
335 
497 
618 
505 
299 
301 


Ub3 
297 
276 
191 
170 
24 
276 
) 
593 
8L9 
390 
490 
364 
329 
679 
389 


167 


(3) Population figure for January, 1958, not for year graded 
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GRADING DATA FOR 153 NORTHERN CALIFORNIA CITIES 


ns 3LbO, FIRE STRUCTURAL CLIMATIC 

La am Pobics LAWS PRevENYLUN CONDITIONS CONDITIONS DIVLRGE! US 

20 155 228 176 275 0 

+4 enables 20 93 85 32h (309 add. def.) 
08 atterscn 0 106 160 188 25 0 

152 ataluna 0 60 4o 291 215 0 

168 pdront 0 12k 4o 360 160 32 

467 aptle 5 120 141 350 (201 add. def.) 
159 ateabure 0 62 113 279 178 130 

03 Aggsaniton 0 79 220 27h 250 0 

380 wnt Arena «19 196 263 350 190 0 

08 igtole 20 196 2u5 362 170 0 

381 syiley 10 147 287 274 275 0 

019 ied Huff 2h 150 210 218 300 79 

1 wsing 0 57 46 334 212 0 

153 gpood City = hk 69 50 2u1 195 16 

159 Xishnond 2h 107 108 287 188 0 

31 iy Vista 20 145 212 285 (153 add. def,) 
390 ‘yon 0 129 11 403 220 18 

le ipetlin 9 177 237 375 200 89 

Ld yerille 15 85 7h 28 203 0 

306 %, Helena 0 100 139 350 250 0 

21 : 0 72 150 316 205 0 

6 w Anselmo 0 7h 15 208 300 0 
368 \ Bruno 0 109 12h 261 165 wh 
375 ig Carlos 0 107 150 203 195 0 
395 eget 0 139 202 269 250 0 
230 ix J09e u 59 65 330 293 0 
382 ‘gleandro 20 58 122 312 190 0 

ig lads 
157 Osi spo 0 65 55 318 (195 add, def.) 
13h ‘n Mateo ) 76 12 259 180 0 
1s ip Pablo 2h 130 66 548 153 0 
Ll iw Rafael 0 68 91 338 2u5 68 
9 gta Clare 0 41 2 27h 210 5 
106 igta Crus 0 60 43 01 (155 add, def.) 
99 wgta Rosa 0 57 35 392 2u5 0 
Lal, anitoga 30 125 22h 354 270 62 
137 igsalito 0 163 167 43 190 0 
333 jaside 15 95 118 195 (160 add, def.) 
271, estopol 0 113 200 463 220 
273 iu 16 82 181 228 300 5 
S08 ‘utter 15 90 222 21h 4s 18 
lu20 cledad 9 184 138 263 250 86 
375 mmra 10 97 221 360 250 0 
18) mora 0 139 185 355 208 0 
‘wth San 
80 franaisco 6 60 84 252 188 34 











4582 
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————— ee 


\ 3 ) t or + 
cry BOP. 
“tock ton 82, 309 
Suisun City 1,960 
Sunnyvale (1) 35,094 
Susanville 5,338 
Sutter Creek 1,151 
Taft 3,961 
Tehachapi 3,033 
Tracy 10,602 
Turlock 7538 
Ukiah 10,350 
Vacaville 9,017 
Vallejo 39,635 
Visalia 1h,521 
Walnut Creek(1) 7,901 
lasco 6,291 
Watsonville 11,911 
Wheatland 587 
Williams 1,2h3 
Willits 3,716 
Winters 1,670 
Woodlake (1) 2,525 
Woodland 11,657 
Yuba City 10, 300 


(1) Fegrading in process as 
(3) Population figure for Jarmary, 1956, not for year graded 


, & YR, 


G!ADED 


Avr, 


Sept. 


Jan. 
Dec, 
Aug. 
Oct. 
May 

Feb, 
Jan, 
July 


Jan, 


Sept e 


lay 


1952 
1948 
1951 
1957 
1955 
1956 
19h0 
1955 
1951 
1956 
1953 
1955 
1953 


Sept.1953 


Mar. 
Jan, 
Apr. 
Jan, 
Nov, 


Sept. 


July 


Sept. 


June 


1939 
1958 
1950 
1939 
1952 
1955 
1952 
195k 
1952 


TOTAL 
POINTS 


1379 
2871 
2431 
1897 
3182 
2862 
3296 
2087 
1982 
126 
228 
1563 
1957 
1351 
2857 
1901 
3379 
2816 
219 
3395 
3135 
2566 
2343 


BK. B. ATER 


240 
Lo2 
71h 
577 
628 
731 
9446 


MANNMAN FT Ow FOMWOMS AN OU Aw 


of Jamary, 1958 


tsa 
CLASS = SUPPLY «LPR, 


303 
1038 
670 
593 
1022 
v12 
888 
B58 
675 
361 
723 
29 
éll 
457 
865 
587 
922 
819 
735 
shi 
1041 
868 
812 


disk 
Lak 
oo 








THE INSURANCE INDUSTRY 4583 


GRADING DATA FOR 153 NORTHERM CALIFORNIA CITIES 


Lil BLDG. FIRE STRUCTURAL CLINATIC 

Lai crm POLICE LAWS § PREVENTION CONDITIONS CONDITIONS DIVERGENCE 
99 j 1b 90 136 347 150 0 

7 sa city 0 186 1b 391 203 120 

1 gonyvale (1) 0 73 70 273 2h0 0 

37 sysanvil Le u 57 76 250 (203 add, def.) 
9 sytter Creek 15 198 238 437 155 50 

05 waft 15 110 173 356 4,60 0 
28 tebachap’ 5 100 229 350 350 

65 waey L 72 123 285 178 83 
96 wyrlock 0 92 119 30 250 30 

77 ar 2 56 43 26 235 0 
06 teearil le 9 1h 142 355 230 20 

ug ialajo 23 83 69 296 170 0 

22 rissa 0 73 39 312 300 0 

27 jimt Creek(1) 8 U8 69 273 200 3 

2% ud 15 198 265 2h2 355 53 

57 igtsonville 0 8 81 397 (205 add, def.) 
lb iheatand 20 170 235 21 252 0 
90 iKLdans 10 97 248 370 300 0 

90 wllits 20 95 220 33 20 32 

7 iinters 0 128 166 323 258 0 

3 ieodlake (1) 15 198 251 239 303 0 
al ioodland 23 85 187 322 253 54 

%5 iba City 0 78 230 392 303 8h 


(1) Regrading in process as of January, 1958 
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GRADING DATA FOR 118 SOUTHERN CALIFORNIA CITIES 


(3) EST. 
cITy POP, 
Alhambra 53,558 
Anaheim 63,600 
Arcadia 37,271 
Avalon 1,506 
Azusa 18,579 
Baldwin Park 32,334 
Barstow 10,017 
Bell 16,171 
Bellflower 53,073 
Beverly Hills 30,43 
Bishop 3,270 
Blythe 5,053 
Bradbury 828 
Brawley 13,188 
Brea 5,870 
Buena Park 26,551 
Burbank 90,966 
Cabazon 855 
Calexico 7,486 
Calipatria 2,463 
Chino (1) 7,473 
Chula Vista 31,339 
Claremont 9,758 
Colton 17,486 
Compton 63,670 
Corona 12,707 
Coronado 18, 764 
Costa Mesa 22,631 
Covina 13,968 
Culver City(1) 31,367 
Cypress 1,616 
Dairyland 550 
Dairy Valley 3,454 
Downey 97,656 
Duarte 15,870 
El Cajon 27,776 
El Centro 17,791 
rl Monte 11,507 
El Segundo 11,688 
Elsinore 2,304 
Escondido 10,157 
Fiilmore 4,725 


1 
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'O. & YR. TOTAL 
GRADED 


Mar, 
Dec, 


1956 
1950 


Sept.1953 


Feb, 
Nay 
May 


Jan, 


1953 
1939 
1953 
1955 


July 1956 


Dec, 
May 
Oct, 
May 


1947 
1939 
1953 
1954 


(No N, B, 


May 

Jan, 
Jan, 
June 


195k 
1955 
1953 
1950 


(No N, B, 


Dec, 


1951 


July 1954 
Sept.1956 
Sept.1950 


Apr. 
Jan, 
Feb, 


19L9 
1953 
1956 


July 1952 


Aug. 
Feb, 
June 
Feb, 
Dec, 
Nov, 


1950 
1954 
1952 
1949 
195k 
1955 


(No. N, B, 
(No N, B, 


Mar. 
Jan, 


Sept, 


1955 
1957 
1950 


Feb, 1954 
Nov, 1948 


July 


June 


1952 
1955 


Sept.1956 
July 1951 


POINTS 


1199 
2948 
2350 
3358 
2678 
2187 
2937 
2431 
2986 
1374 
24.88 
3065 
Grading) 
2310 
268 
3268 
1638 
Grading) 
3334 
3738 
2654 
2950 
2493 
2740 
2487 
1662 
2998 
1999 
3693 
2691 
1748 
2921 
Grading) 
Grading) 
1987 
1996 
2919 
2857 
3150 
2366 
3226 
2718 
3111 


N. B, 
CLASS 


SUI HYUIAVI AI UL Ow 


ALKROrACKMAUAAO- J rN WV 


NSANVN AOE 


WATER 
SUPPLY 


207 
479 
479 
505 
519 
397 
577 
616 
87 
365 
332 
732 


389 
43 
991 
158 


666 
1017 
626 
bL6 
697 
629 
715 
266 
709 
ule 
1397 
676 
501 
953 


43 
507 
655 
61 
802 
694 
1082 
663 
561 


(1) Regrading in process as of January, 1958 
(3) Population figure for January, 1958, not for year graded 


Jamuary, 195§ 
FIRE tg 
DEPT. Alay 

306 1 

1102 7 

687 408 

1274 2k 

867 391 

5u7 08 

789 39 

637 392 

768 oe 

305 16 

753 391 

1028 435 

294 378 

882 20 

90L, 4? 

LL8 375 

909 373 

844 Lilo 

667 386 

922 366 

691 377 

806 390 

570 376 

439 366 

993 43 

746 204 

1014 08 

626 368 

331 19 

753 u16 

244 369 

231 322 

993 425 

601 189 

982 406 

603 384 

654 377 

863 398 

1129 402 
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GRADING LATA FOR 118 SOUTHERN CALIFORNIA CITIES 


1958 BLDG, FIRE STRUCTURAL CLIMATIC 
' cit POLICE LAWS PREVENTION CONDITIONS CONDITIONS DIVEROINCE 
ALAR 4 61 43 259 215 0 
= alnanbr'e 
| igghedm 15 66 203 324 265 120 
Woh | aa 20 78 171 217 290 0 
je | Soe 2h 8h ua 616 100 190 
ner 15 100 229 262 295 0 
bah | gajdein Park = 1 137 10 291 265 0 
3. | ostaw 21 1h2 155 379 520 5 
8 | 21 113 201 256 195 0 
319 | Srtower 20 128 205 394 195 0 
392 wrerly Hills 10 ub 78 231 195 0 
We | siahep 20 120 215 261 348 us 
16 | ithe 2h 85 230 282 625 2h 
391 | radbury (No W, B, uradin.) 
435 ingley 12 88 96 313 740 0 
| oe 15 87 217 270 265 58 
378) ana Park = 29 153 212 357 205 . 
Leo stent 9 88 66 226 265 3 
4? cabazon (No. u. B, Grading) 
35 ‘slexd.co b 65 127 425 740 5 
7 Galipatria © 29 174 263 261 740 0 
3 | Garlebad = 125 205 301 155 5 
os wine «= (16 1L8 86 261 305 0 
3 tule Vista 20 127 156 20 185 0 
366 Claremont 20 97 2hh 252 310 0 
37? ‘alton 21 109 ui 295 360 0 
7 ‘ompton 23 71 131 175 185 0 
a, ‘orona 20 95 153 285 310 20 
is ‘oronado 15 8h, 80 256 155 17 
oo | testa Mesa = 29 157 225 278 185 0 
108 ‘ovina 20 152 205 334 290 0 
rs fiver City(1) 1 126 Lu 22 175 0 
ca ‘ypress 29 132 198 235 205 0 
lalryland (No N, B, Grading) 
U6 lairy Valley (No N, B, Grading) 
— amey 29 125 180 4o2 195 0 
569 \ Duarte 24 114 160 363 275 (add, def.) 
322 fh Cajon 21 85 146 305 255 34 
os Hontro 20 nh 98 481 7L0 0 
189 fh Monte 35 112 195 353 265 0 
ies Segundo 19 121 135 255 155 0 
381 Usinore 35 81 262 220 315 0 
7 ‘seondido 22 65 19); 298 215 0 
as MLlnore 2k 148 236 226 285 100 
lo 


(1) kegrading in process as of January, 1958 


ded 
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(3) SST. ‘oO. &@ YR, TUTAL oN. BB. WATER Flu eh 
wit POP, GRADED POINTS CL.SS  SUPFLY Lupr, LAR 
— (dtu 
on tana 13,695 Mar, 1950 2672 6 786 576 303 

Pul Lerten 49,272 Aug, 1954 259 5 530 495 bv niana 
Jarden asove 58,380 Apr. 1955 2303 5 bok 620 90 allerte 
Jlendale 114,460 Jan. 1946 1479 3 272 367 lig jenden ( 
jlendora 15,033 Apr, 1948 2954 6 689 1013 395 sJendale 
Guadalupe 2,489 Apr, 1949 3179 7 1230 861 U9 Jendore 
Hawthorne 31,50, Apr. 1957 1796 L 355 450 325 juada lug 
iemet 4,235 Jan, 1951 3213 7 886 953 398 igwthort 

Hermosa Beach 15,274 Oct, 1954 332 7 482 LL56 hos ‘enet 
Holtville (1) 3,297 Dec, 1951 3716 é 67 996 386 ‘emoga 
runtington Beach 10,067 Oct, 1952 2h94 5 758 53 38h alti 
Huntington Park 29,459 Aug. 1951 1681 L 370 482 365 antingt 
Imperial 1,759 War. 1954 39h2 6 936 L007 380 ‘untingt 
Imperial \per'ial 
Beach (1) 9,387 Aug. 1950 3877 ¢ 1483 L077 35 peril 
Indio 7,830 May 1950 3h? 7 865 748 97 3eact 

Inglewood 41,001 Oct. 1953 1726 L 339 371 363 Indio 
Laguna Beach 8,206 Nov, 1949 2979 6 899 881 378 Inglewoc 
La Habra 14,710 ‘ar, 1931 288) 6 1093 728 399 laguna E 
La liesa 23,521 Aug. 1955 1882 l; 313 Luss 377 la Habre 
La Puente 20,066 Dec, 1955 233 5 766 342 3n 4 Mesa 
La Verne 5,310 Nov. 1950 3304 7 1077 57 Log ia Puent 
Los Angeles <,243,901 May 1947 1194 3 331 136 136 is Verne 
Lynwood 28,754  Uee, 1953 1937 L 29k "54 399 3 Aare 
Manhattan .griood 
Beach 32,535 Mar, 1932 2897 6 929 798 uol, anhatt 
aywood 13,483 July 1956 3326 7 957 1010 396 Beach 
Monrovia 25,286 Dec, 1937 2458 5 4268 sll 335 aywood 
Montclair 8,008 Apr, 1951 3604 8 1098 911 373 arovii 
Montebello 30,019 Nov, 1939 2595 . 726 738 417 atclal 
Monterey Park 29,496 Apr. 1952 2934 6 917 802 39 ntebe] 
Wational City 31,785 Apr. 1952 2816 6 628 897 394 mere) 
Jewport bench 21,258 Jan, 1957 2266 g 56); 573 | \s:lonal 
lorwalk 83,010 Nov. 1957 2h09 5 829 361 327 ‘eport 
Ojai 3,930 lay 1951 3072 7 937 77 ie larval 

Ontario 41,656 ar. 1956 2311 ', 516 626 302 ja 
Orange 21,33, Jan, 1952 2978 5 660 9ua 301, itario 
Oranre Cove 2,522 Dec. 1954 3713 8 1419 954 395 range 
Oxnard 28,879 Jan, 1958 1917 I, 579 4B 338 ange 
Palm Springs 12,225 ept.1951 2971 6 477 789 372 ware 
Palos Verdes ‘is * 
Cstates 6,526 fay 1951 3186 7 t76 1116 WI los Ve 










(1) egrading in process us 2! January, lydt 
(\) Population riewrs for January, 1958, not cor year vraded 
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4587 


GRADING DATA FOR 110 SOUTHERN CALIFORNIA CITIES 


- 
t 


4. BLDG. FIRE ST.WCTURAL  CLINATIC 
— (its 2CLLvE LAUS PREVEN?ICK UONDITIONS CONDITIONS w1Vu didivc 
’ dai 20 160 219 198 340 0 
, dllerton 9 81 135 33 265 0 
2 ienden Grove 25 127 219 333 185 0 
5 “Jendale 9 71 1 272 265 0 
; endora 0 129 127 261 300 lo 
5 0 126 265 332 170 0 
2 igwthorne 1 72 53 365 175 (add, def.) 
" ; 27 87 174 308 380 0 
6 jmosa Beuch 25 61 2hb 26 155 é75 
\ gitville (1) 23 128 287 L52 740 30 
5 auntington Beach 20 163 232 230 165 0 
0 intington ParkO 81 106 267 190 0 
imperial 20 166 263 408 70 oO 
5 Imerial 4 . 
7 deach (1) 35 200 267 225 155 0 
a inglewood 3 113 92 270 175 0 
y laguna Beach 2k 117 137 378 165 0 
7 ia Habra 20 82 212 212 210 0 
”n la Mesa 9 87 16k 269 215 Q 
9 ia Puente 29 131 183 26 265 10 
x) gg Angeles }=6:10 78 255 255 205 0 
‘mood 20 116 LO 229 185 Q 
1, anhattan 
% Beach 10 116 219 183 258 v 
iS aywood 2k 131 2h7 366 195 0 
7 mrovia 10 84 167 276 295 0 
17 atelair 21 129 185 577 310 0 
"4 ntebello 10 116 198 183 205 0 
7, mterey Park 9 95 158 317 20 v 
f lutional City 9 156 257 296 165 13 
7 lemort Beach 21 111 128 383 165 (add, ded.) 
3f lorvalk 27 106 129 395 220 (add, def.) 
52 jad 8 113 156 u2h 265 Oo 
al, tari 22 79 129 2h5 310 0 
95 range 15 134 261 343 275 lo 
38 rage Cove «= 9 102 234 350 250 0 
72 ‘ard h 50 50 2hl 175 (add, def.) 
ila Springs 20 118 93 4OO 580 22 
A tos Verdes 
states =». 20 111 115 433 135 y 





(1) 


errading in vrocess as of January, 1956 
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Git ANG bet, 20 118 with CALL HN LA CITIss: 


(3) EST, 

aT) POP, 
* sPaudount 25,128 
vusadena 110,475 
Perris 2,710 
rico Rivera 65,000 
“lacentia 3,042 
romona 58,875 


Port Hueneme 8,750 
Redlands 21,266 
Redondo Beach 41,723 


Ydalto 15,359 
Riverside 75,673 
Rolling Hills 

Estates 2,136 


“an Bernardino 84,189 
San Clemente 7,108 
Jan Diego 500,646 
San Fernando 15,668 
San Gabriel 21,755 
San Jacinto 2,207 
San Marino 12,945 
Santa Barbara 55,675 
Santa Fe 

Springs (1) 11,787 
Uceanside 20,489 
Santa Monica 75,132 
Santa Paula 12,186 
Sierra Madre 8,752 
south date 51,4u9 
So, Pasadena 
Stanton 4,551 
Torrance 93,372 
Tustin (1) 1,805 


Upland 12,650 
Vernon (1) 432 
dest. Covina 40,915 
Westminct~". 16,020 
Westmorland 1,213 
Mhittier 32,217 


"0, & YR, 
GRADED 


Oct, 
July 
June 
Nov, 
Oct, 
Apr. 
Mar, 
Nov, 
Oct, 
Jan, 
Oct, 


Oct, 
Feb, 
Feb, 
June 
Aug. 
May 
May 
May 
Mar, 


Oct. 
Dec, 
July 
June 
May 

May 

May 

Dec, 
May 

Mar, 
June 
Nov, 
July 
Jan, 
Apr, 
Nov, 


1951 
1957 
1937 
1957 
1950 


1950 
1949 


1957 
1931 
1950 
1941 
1957 
1950 
1954, 
1956 


TOTAL 


2910 
1197 
3689 
2219 


1770 
1991 
2938 
2350 
3116 
2903 


3342 
L855 


N, B, 
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ATI. 
SUPPL 


876 
201 
1087 
615 
104 
299 
616 


1178 
LyO1 
253 


(1) Reprading in process as of Jenuary, 1958 
(3) Population fieure fur Jenuary, i753, not 
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Wi WING Usvl'n FOR lic SOUTHIRN UALIONiia CITIBG 


BLDG, FIRE STRUCTURAL CLiMaile 

rhs, ‘my 70. ack LAs PRAVaii10N CONDITIONS CONDITIONS .iVo Guilin 
Linkter: — 
ae wet uu 133 127 U75 190 0 
19 vasedene 0 ug 90 332 290 (add der, ) 
7 ery L0 200 205 265 360 0 
05 ap t4yera 27 106 129 L69 205 (ad. def.) 
2? ecentia 9 138 233 456 275 0 
16 ‘eens 15 75 7 347 300 LO 
06 fut Huenene 9 116 165 700 135 43 
06 pdlands 0 29 90 3hb 350 0 
3 gadondo Beach 20 7h 169 271 155 0 
” alto 10 126 36 205 30 1 
19 dwreide = 21 35 51 329 370 (aud, det.) 
69 felling Hille 
6 Estates «23 127 ge 3 ub 175 97 

san Bernardino 4 50 0 
63 dee 3" 133 ist Ge 35 ) 
06 mn Diego 2] 52 95 232 165 0 
2 jun Fernando 21 77 120 279 265 0 
BE | fqn Ggbriel =. 137 140 291 265 0 
08 | Sen Jacinto 9 (64 252 521 370 0 
Ab fn Merino |= 51 57 12 285 (utd, dea’e ) 
Lo Senta farbara 12 72 101 292 235 6 
35 Santa Te 

Sorin.s (1)10 130 130 21 205 0 
16 Omanside 20 a1 76 21h 165 g 
5 jenta lonice 21 66 3h 31h 165 9 
05 ‘anta Paula 21 €1 LBC 267 200 27 
13 Sierre Madre 15 127 2h2 300 322 72 
34 South Sate 20 59 42 273 190 0 
7 So, Pasadena = 9 88 63 26 265 11 
0 Stanton 29 132 18 30h 190 0 
\6 terrance 30 e2 9 230 182 (wh. def.) 
10 fustin (1) 10 150 250 225 265 0 
7 iplend 20 \l2 Lis 382 3210 9 
7 | tenon (1) 15 117 211 620 195 69 
08 lest Covine 5 80 7 31e 295 (auu. def.) 
6 Vestainste 29 165 vel 313 195 0 
Hy | ieotmorlend  7%Y 165 aia 55¢ 740 0 
0 ihitider 22 47 11 310 227 (auci, def.) 
(1) rating i) yroeess 3 of January, 1956 
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October 25, 1958 


Report to the Beard of Directors 
of the Learue of California Cities 


from the Committee on Fire Grading and Rating 


a 


The League Board of Directors has authorized and the Lease 
President has appointed a Committee on Fire Grading and Ratine. Durin 
the past year the committee has assisted with the following projects; 


l. A study of fire insurance grading and rating practices 
in California. 


2. The development and initiation of the work program of 
the Committees on Fire Grading and Rating of the American 
Municipal Association 


The report on fire insurance grading and rating practices in 
California was prepared primarily by Jay Michael of the League staff 
and will be published soon. It will include data on the general cla3si- 
fication for fire protection purposes of some 250 California cities 
and on the actual deficiency pecints for each division of the classifi- 
cation for each city--such as water supply, fire department, etc. This 
will be extremely valuable to California cities in reviewing the status 
of their own classification. 


The work program of the American Municipal Association Com- 
mittee has been divided into four general areas: 


1. Current revision of the fire grading schedule. 
2. Application of the grading schedule to cities. 
3. Factors affecting fire insurance rates. 


4. Better utilization of manpower for fire protection. 


The League of Wisconsin Municipalities has agreed to accept 
primary responsibility for Item 1, the Colorado Municipal League for 


Item 2, and the American Municipal Association staff for Item 3. 


Our California League Committee has agreed to work on Item 4 
--"Better utilization of manpower for fire protection." The basic 
problem to be studied in this portion of the program is how to meet 
the need for more and more manpower for fire protection. This continu- 
ally increasing need results partly from the growth of cities, which 
increases manpower requirements generally, but it becomes particularly 
acute because of the trend toward shorter hours for firemen. 


There is a limit to the fire protection costs which the tax- 
payers can carry. It is therefore, we believe, the urgent obligation 
of the cities--as well as to the interest of the Board of Fire Under- 
writers--to make a thorough, unemotional analysis of ways and means by 
which the necessary manpower for fire fighting can be provided at 
costs acceptable to the taxpayers. 


This study shculd answer these questions: 


1. How can we best utilize the fire department manpower 
we have? 


27288 EERLSEE 
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2, How can we best provide the additional manpower 
demanded by the growth of our cities and shorter 
hours for firemen? 


a study, to be acceptable and useful, must be made with the firm 
ce that its purpose is to honestly answer these questions and 
+ to sell any specific proposal or plan. It must start with no pre- 
maception as to the answers, and with a willingness to consider all 
reasonable solutions. 


The general approach proposed is: 
1. Make clear the purpose and scope of the study. 


| 2. Gather information on how fire manpower is presently 
being utilized in cities, and how other manpower is 
being used to assist with fire protection. 


3. Solicit suggestions and ideas for consideration. 


he ae? summarize, and evaluate the most effective 
methods of manpower utilization. 


5. Work with the National Board of Fire Underwriters to 
assure that appropriate credit is granted for manpower 
provided under these methods. While the advantages to 

cities of better methods are of themselves real and 
valid, it is also important that proper credit be 
granted by the Board in its classification for insur- 
ance purposes. 


In considering the basic question of how to get more man- 
power at reasonable cost, several possibilities may be explored: 


1. Better utilization within the department. 


2. Possible use of fire department personnel to assist 
with some functions now performed by other departments. 


3. Possible performance of certain fire department functions 
by personnel of other departments. 


It should be pointed out that this is not a new and untried 
field. Substantial progress has already been made in better manpower 
utilisation. In some cities available time of firemen has been used 
to mltiply many times their fire prevention activities. Real gains 

both in preventing and minimizing fire losses and in savings to the 

| taxpayers--have resulted. Thus in many ways better utilization of 
mnpower is already in effect, and due credit should be given for 
thise-both by the public and ty the Board of Fire Underwriters. 


Utilisation, or lack of utilization, of fire manpower now 

| mmges all the way from departments where functions are so strictly 

specialized and separated that a fireman cannot be used on inspection 

| ad an inspector cannot be used on fires, to other departments where 

| firemen's time is highly utilized for many activities. Possibly even 

oa egpereanitics for service and savings exist in areas still 
wexplored. 
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It is not the function of the committee or of the Study to 
tell cities what to do. Because cities vary widely in organizatio, 
economic base, and political climate, what may be feasible in one ' 
city may not work at all in another. Each city must determine its 
own course. But the study can say: “Here are some ways that Cities 
are getting at this problem, and here are the results which have been 
obtained." Each city can then select, evaluate, and check further 
any alternatives which appear applicable to its own use, and can 
determine to what extent, if any, it wishes to adopt them. 
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or RESOLUTION OF THE 
Mur cAN MUNICIPAL ASSOCIATION 
wns A? THE NOVEMBER, 1956, NATIONAL CONFERENCE 


WHEREAS the cost of providing fire protection is a substantial 
art of the budget of practically every municipality in the United States; 
wi 


WHEREAS the grading schedule of the National Board of Fire 
qierwriters is used by said Board to classify cities, towns, and 


ilages for the purpose of establishing fire insurance rates for 
yard companies; and 


WHEREAS experience has shown that the amount of public 


tps expended for fire protection and fire insurance are influenced 
iy such grading and rating; and 


WHEREAS the American Municipal Association has for many 
officially expressed its interest in and concern regarding the 
ytent and application of the grading schedule, and ursed its 
yernization; and 


WHEREAS upon being advised by the National Board of Fire 
pwewriters that revision of its grading schedule was being undertaken 
‘he AmerrLoan Municipal Association presented certain recommendations 
gi requested and understood that representatives of the American 
wmicipal Association would be permitted to review the proposed re- 
qsions as they were developed and to make suggestions and recommenda- 
ys prior to the adoption of the revised schedule; and 


WHEREAS the American Municipal Association has now learned 
at the revised grading schedule has been printed and is being 
slaced into effect without such review by representatives of the 
grican Municipal Association; and 


WHEREAS the content and application of this grading schedule 
inctly affects both public and private costs of the vast majority 
¢dtizens living in municipalities in the United States; and 


WHEREAS the grading schedule and its application is 
whnical and complex, making it difficult for individual munici- 
gities, particularly the smaller ones, to properly and precisely 
mate the nature and effect of the grading schedule and its 
plication on individual municipalities and their citizens; 


NOW THEREFORE BE IT RESOLVED that American Municipal 
modation go on record as expressing its disappointment that the 
mised grading schedule of the National Board of Fire Underwriters 
wbeen adopted without review by representatives of the munici- 


uities of the United States, who are responsible to the taxpayers 
sfunishing fire protective services; and 


BE IT FURTHER RESOLVED that since the revised grading 
tietule has been so adopted the staff of the American Municipal 
welation be instructed to make an analysis of the revised 
ule to determine the significance of any changes made; and 
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BE IT FURTHER RESOLVED that the staff of the American 
Municipal Association be instructed to make a study and report of 
the different ways in which the gradinz schedule is anplied through- 
out the United States by the National Board of Fire Ur.derwriters 
and related grading agencies; and 


BE IT FURTHER ROSOLVED that an evaluation and report be 
made of the pressure brought to bear and influence exerted on 
public expenditures for fire protective services by the application 
of the grading schedule by the National Board of Fire Underwriters 
and related grading agencies; and 


BE IT FURTHER RESOLVED that the staff of the American 
Municipal Association be instructed to consider in such study and 
report such other subjects as may be pertinent to the problem and 
that such study and report be made as soon as possible. 


BE IT FURTHER RESOLVED that President Dwight D. Eisenhower 
be and he hereby is respectfully requested by the American Municipal 
Association to appoint a fact-finding committee to make a through 
study, investigation, and report from the standnoint of public 
policy of the effect of the system of sradiny; public fire protective 
facilities and of insurance rating generally orevailins in the 
United States. 


BE IT FURTHER RESOLVED that American Municipal Association 


offers and pledges its full cooperation in such study and investi- 
gation. 


sAT ON 
ms I 


saopte 
at the 


fire F 
prove’ 
relate 
yailit 


of pul 
conti 
costs 
{nto - 


the 
under 
study 
coope 


to tl 
re-W 
reco! 


Fire 


deve 


avai 


pret 





THE INSURANCE INDUSTRY 4595 


ifTONAL MUNICIPAL POLICY 
mus INSURANCE GRADING AND RATING 


ted by the American Municipal Association 
the 1958 annual meeting 


Municipalities are responsible to the tax payers for furnishing 
fre protection service. The present system of grading public fire 
protection facilities by the National Board of Fire Underwriters and 
related agencies and the fire insurance rating system generally pre- 
vailing exert a significant influence on the expenditure of large sums 
of public monies. The American Municipal Association recognizing the 
continuing concern of municipal officials over the ever increasing 
costs of providing adequate fire protection will continue its inquiry 
into fire insurance grading and rating procedures including the followire: 

1. Revision of the fire grading schedule. 

2. Application of the grading schedule to cities. 

3: Factors affecting fire insurance rates. 


ke Better utilization of manpower for fire protection. 


The American Municipal Association expresses its appreciation to 
the United States Senate Anti-trust and Monopoly Subcommittee which has 
undertaken a study of the fire insurance business as a part of a broad 
study of the operation of the insurance industry and pledges its full 
cooperation to the Subcommittee and its staff. 


The American Municipal Association expresses its appreciation 
to the National Board of Fire Underwriters for instituting a program to 
re-write and modernize their Standard Grading Schedule and to consider 
recommendations made by municipalities. 

The American Municipal Association urges the National Board of 
fire Underwriters and related agencies to work with municipalities in 
developing a procedure under which a preliminary report will be made 
available specifically pointing out areas of deficiency, and permitting 
ad encouraging municipalities to make improvements before the grading 
process is completed. 


47932 O—60—pt. 8-16 
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May 13, 1959 
TO: CITY MANAGERS AND CITY CLERKS IN NON-MANAGER CITIES 


SUBJECT: QUESTIONNAIRE -- UTILIZATION OF FIRE MAN POWER 


The League Committee on Fire Rating and Grading has developed with the advice ana 
assistance of the Officers of the Fire Chiefs' Department of the League and other 
interested Fire Chiefs the enclosed questionnaire relating to the utilization of 
fire man power. It is our hope that you will refer this questionnaire to the 
proper officials and that you will review the completed document with the report. 
ing official prior to returning it to the League office. 


As a matter of background for this questionneire we should like to point out thet 
California cities have steadily improved their fire protection defenses and not Cnly 
have met demands for new fire fighting facilities required by booming growth, but 
have, in numerous cases, improved standards beyond that required. This fact is 


demonstrated by the improved insurance classes which have been assigned to many (ali. 
fornia cities. 


As growth and inflation force the cost of all areas of, municipal government upward 
taxpayers show an increasing reluctance to pay for services. They must be shown 5 
that every public resource is most effectively utilized. 


Cities working toward an improved insurance class find that manning requirements are 
are the most costly. If trends toward shorter hours and increased wages for fire. 


men continue, many cities will be hard pressed to maintain present manning standards 
much less increase then. ’ 


The basic question is: How can a city, in the interest of both service and econcay 
to the taxpayers, best stem the ever increasing costs of providing the man power 


necessary for fighting fires? The answer may lie in better utilization of fire 
man power. 


The attached questionnaire is designed to determine how California cities are 
utilizing fire man power and to compile suggestions and ideas on how firemen can 


be better utilized. The data received will be tabulated without reference to 
individual cities. 


In most cases the answers asked for are in terms of hours per year per man. If the 
information is not available from your records in these terms, please enter an 
estimated figure. 


Clerical, technical, supervisory and administrative personnel should be considered 
only in answering introductory questions. All other questions apply only to firemen 
and equipment operators (fire engineers). 


Two copies of the questionnaire are attached. Please keep one copy for your files 
and send the second copy to: 


THE LEAGUE OF CALIFORNIA CITIES 
440 Statler Center 
Los Angeles 17, California 


Sincerely yours, 


Jay Michael 
Committee Secretary 
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QUEST IONNA IRE 
| UTILIZATION OF FIRE MANPOWER 











city i lalsaclaencaniininerieiiaieaitimabipmensgneiaaS. TT" aumunincemncnmmpeasilemmiaasttiie 
and Reporting Official Title 
_ 1, Total number of full time paid personnel in F. D. PA 
rt 2, Combined total number of firemen and engineers 
3. Combined total number of clerical, administrative and 
hat supervisorial personnel above level of firemen and engineers 
t only 4, Combined total number of specielists devotinz full time to fire 
= prevention, arson, investigation, equipment maintenance, etc. 
y Cals. 5, Hours in workweek (firemen) 
6, Total net ‘on duty” man hours per man per year (firemen 
ward, and engineers only. Total of hours entered in Section lA 
- } through 1C below should equal total net man hours worked 
per mun per year). 
ae SECTION I: HOW IS MANPOWER NOW BEING UTILIZED? (In answering the following 
a questions, please take into account only full time paid firemen 
dards, and engineers). 
} A. TRADITIONAL FIRE FUNCTIONS: Hours per year per man (firemen and fire 
a" engineers only) devoted to the Tollowing fire functions: 
, 1. Response to alarms 2. First aid and rescue 
3. Communications G, Maintenance of station premises 
5. Hydrant inspection 6. Meal preparation, eating, clean-up 
2 7. Maintenance of fire equipment and apparatus 
6, Drill tower and lecture room traininz 
9, Maintenance of records of fires, fire methods, Losses, etce 
the B. OTHER FIRE FUNCTICNS: Hours per man per year (firemen and engineers only) 
devoted to the following functions: 
1. Home inspection 2. Mercantile inspection 
red 3}. Industrial inspection 4, Pre-fire planning 
rene ) 5, Regulation and enforcement of use of manufacturing materials 
6, Arson investigation 7. Acting in supervisory (relief) capacity > 
les C. OTHER FUNCTIONS: Hours per man per year (firemen and engineers only): 
l. Register voters 2. Weed abatement 
3. Issuing licenses and permits 4, Industrial waste inspection 
5. Street flushin; with fire equipment 6. Self” study 
7. Standby (including sleeping) B. To what extent are off duty 


men required to respond to alarms? (Answer to this question will reprasent 
additional hours to total net "on duty’ man hours worked. ) 
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SECTION II: Do firemen or fire engineers perform any of the following duties 


1. Building inspection (during construction) ccscssoccccccccccecesccececs 
2. Filing and maintenance of city records other than fire dept. records “—""—™ 
3. Civil defense and disaster planning beyond the fire function weccessg 
4, Safety (law enforcement) patrol PORTE OH OHO EEO THEE EO EEE EO ES EEE EEEs ee 
5e Assessment of property for tax purposes secscccccccccccccscccsseseseg 
6. Maintenance and/or construction of city facilities cscocccccccscessce O  “ 
7» Mail preparation of reports or other mailings sescccscscsccesecsseeg 
8. Land use surveys SOPOT ESHA EHO E TEESE EEEHEOHERE TEESE EEE SEES EOE EEE Kaine 
9. Servicing of city autos POOR OO Te OHO EEE HEE EEE E COLES ERC OEESOSEEeeey = 
——x_ 
If answer to any one of the above questions is yes, please explain on Supplemental 
paper. 


in your city? (Please answer yes or no). 


SECTION III: Does your department routinely use city personnel and facilities of 


le 
2e 


36 
4, 


56 


any other city department? (Please answer yes or no). 
Use of street, sanitation or other personnel, in radio contact, as call men 


Use of police patrolmen as call men POPC HO REESE TEESE EEE EE EE EeEs 
Use of students as call men COSHH SHEET OH ETOH HEHE EEOEEE DESO OEE ES 
Does your city have an emergency services building, which, 

as a unit, was designed and is used solely for police and 

fire functions COP OPO HEHEHE ETOH HEROS EEE HOSES EEE EEHEH EEE EEE OS ESEES 
Are police and fire communications received and transmitted 


SEPAPately Peccccccccccccccesccsccsecsevcescceeveesesesesscsscevccece 


HI 


| | 


If answer to any of the above questions is yes, please explain on supplemental 
paper. 


SECTION Iv: 


7 
+e 


36 


Is fire department manpower in your city being utilized in a way not covered 
elsewhere in this questionnaire? If so, please comment. 


Do you feel that fire department personnel are now utilized to the same 
degree as personnel in other city departments? 


What suggestions do you have on how fire manpower could be better utilized 
through organizational or procedural or assignment change? 
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MEMORANDUM BY THE COLORADO MUNICIPAL LEAGUE REGARDING H. B. 409 
pete: ApFil 8, 1959 


guvject: H. B. 409, Relating to the Collection, Maintenance and distribution 
, of statistical data pertaining to fire insurance premiums and fire 
losses for each municipality or fire district in the State of Colorado. 


House Bill No. 409 is a proposal which has been prepared by the Colorado Municipal 
league. Since 1939, the League has been actively studying fire insurance rate deter- 
gination practices in Colorado. The American Municipal Association (of which the 
Colorado Municipal League isa member) has had an active interest in the problem of 
fire insurance rate determination and has coordinated individual league studies in 
the various states. 


The objectives which would be accomplished by H. B. 409 are of vital concern to every 
Colorado municipality. Fire insurance is the only type of insurance in which the 
companies underwriting risks impose demands for financial expenditures upon the m- 
nicipalities of the state. This situation exists because the fire insurance industry 
classifies cities' fire protection facilities, and then imposes rates based on this 
classification upon the citizens carrying fire insurance. As such, the fire insurance 
rates are based upon the expenditures made by the municipalities in which the citizens 
reside. 


(Qolorado municipalities have been unable to obtain information with respect to the 
inspection or classification of cities, which is conducted at the pleasure of the 
fire insurance industry inspecting group. Some municipalities in the state have not 
had their fire defense protection facilities inspected for 20 years, and therefore 
have had no opportunity to change their classification. 


fhe insurance industry in general recognizes that the payment of fifty to fifty-five 
ceats in losses out of each premium dollar collected, leaves an adequate amount for 
operating expense, overhead, reserve and profits. Over the past 22 years in Colorado, 
hovever, companies underwriting fire risks have paid out only thirty-three and one- 
half cents out of every premium dollar for losses. This suggests the need for more 
information on classification and rating proeedures. 


the fire insurance industry currently maintains bureaus which collect statistical 
data on fire losses. Reporting this information as required by H. B. 409 will, there- 
fore, not impose a hardship on the fire insurance industry. 


for the reasons stated above it is considered necessary that statistical data relating 
to fire insurance premiums and fire losses for each municipality or fire district be 
nsie available to insure the people of Colorado of fair, just, equitable fire in- 
guraice ates. 


You may be sxare thet the Senate Antistrust and Monopoly Subcommittee is currently 
concerned with the problem of fire insurance rate making processes. If the subcom- 
nittee's evaluation of the effectiveness of the various states' regulations so in- 


dicates, it appears likely that Congress will take upon itself to legislate in this 
area, 


(Note: May 29, 1959 - This proposed legislation was not approved by the Colorado 
legislature. ) 
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Che League of Arizona Cities and Towns 


FORMERLY ARIZONA MUNICIPAL LEAGUE 
846 SECURITY BUILDING 
PHOENIX, ARIZONA 


May 1, 1959 


Officers and Members, Executive Committee 
League of Arizona Cities and Towns 

846 Security Building 

Phoenix, Arizona 


Gentlemen: 


At the 1956 Annual Conference of the League held in Nogales, Arizona, a 
resolution was passed instructing the Executive Committee to appoint a 


committee to study fire insurance rating and grading within the State of 
Arizona, 


Pursuant to the resolution, you appointed this committee to make the 


study, The committee met, discussed and prepared the attached report 
for your consideration, 


We sincerely hope that you will take special note of the recommendations 
proposed. We will be pleased to answer any further questions you may 
have on this subject. 


Respectfully, 


COMMITTEE ON FIRE INSURANCE RATING AND GRADING 
The League of Arizona Cities and Towns 


Nathan A. Coxon, Chairman G. A, Rhoads 

Fire Chief, Casa Grande City Engineer, Safford 
Charles K. Luster Porter W. Homer 

City Engineer, Mesa City Manager, Tucson 
Dick Smith Harold L. Henson 
Councilman, Phoenix Councilman, Wickenburg 


John M. Urie, Secretary 
Research and Budget Officer, Phoenix 
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REPORT 


COMMITTEE ON FIRE INSURANCE RATING AND GRADING 
The League of Arizona Cities and Towns 


May, 1959 


In all states except Texas, cities are graded for fire insurance purposes by the 
National Board of Fire Underwriters or one of its subsidiary regional or state rating 
bureaus. The purpose of the grading is to evaluate the city's fire defense facili- 
ties in order to arrive at an insurance class, Once established, the insurance class 
constitutes an important element in the determination of fire insurance rates. 


Customarily cities of over 25,000 population are graded by the National Board of 
fire Underwriters, while cities under 25,000 are graded by regional or state rating 
bureaus, Texas cities are not graded by the N.B.F.U. or its regional subsidiaries, 
They are graded by a department of the state government. A brief description of the 
Texas system is included later in this report, 


The grading technique is to evaluate the extent to which a city's fire defenses 
vary from standards established by the National Board of Fire Underwriters, The stand- 
ards are designed to measure conflagration potential and the weaknesses that might 
exist in the city's fire protection facilities in the event of such a conflagration. 
When the entire grading is completed the city is assigned an insurance class based on 
the results of the grading process, 


One of the major objectives of the grading purportedly is to inform city offi- 
cials as to how they can make their fire defenses more nearly conform to established 
standards, The insurance class assigned to a city after the grading is completed 
presumably indicates its relative standing with reference to its fire defenses and 
physical condition as compared with all other cities in the United States. The 
grading is based upon physical conditions that exist and the city's fire defense fa- 
cilities, Cities are given a lower insurance rating in proportion to the degree of 
nearness the fire protection faciiities compare with the standard established by 
N,B.F.U. No consideration is given to the city's history of fire losses, 


Major factors considered in grading a city's fire defenses are shown in Table I. 
The unit of measure used in evaluating fire defense facilities is "deficiency points.” 
Where the grading engineers feel that a particular facet of the fire defense system 
is inadequate, they assign deficiency points based on the degree of inadequacy, The 


higher the total number of deficiency points assigned, the poorer is the grade of the 
city's fire defenses and its insurance class, 
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TABLE I 


TOTAL POSSIBLE POINTS OF DEFICIENCY AND 
RELATIVE VALUE OF ITEMS IN GRADING SCHEDULE 


R — 


Factors 


Water Supply 

Fire Department 

Fire alarms 

Police 

Building laws 

Hazards 

Structural conditions 
Climatic conditions 


oonrauesewnre 


Total 


Each of the 9 items shown in Table I, above, is broken down into Subsidiary items 
so that the 9 categories have a total of 125 items. 
dividual standard for a part of the firefighting system, and each item is evaluated 
separately. Total deficiency points for the 125 items summarized into the 9 factors 
determines the city's insurance class in accordance with the schedule shown in Table 


II. 


RELATIONSHIP OF DEFICIENCY POINTS TO INSURANCE CLASS 


Divergence between first 2 items 





elative Per Cent of 
Values Total 

1,700 34 
1,500 30 
550 ll 
50 1 
200 4 
300 6 
700 14 
5,000 100 


TABLE II 


No. of Deficiency Points 


0 

501 
1,001 
1,501 
2,001 
2,501 
3,001 
3,501 


4,001 


to 
to 
to 
to 
to 
to 
to 
to 


to 


500 
1,000 
1,500 
2,000 
2,500 
3,000 
3,500 
4,000 


4,500 or receiving less 


than 4,001 points but having 
no recognized water supply. 


More than 4,500 points or 
without a recognized water 
supply and having a fire 
department grading in 10th 
class, or with a water supply 
and no fire department or 
fire protection. 





Class 


onroushwwn re 


10 


Each of the 125 items is an in- 
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factors & and 9 in the grading schedule (Table I) cover climatic conditions and 
rgence between deficiencies of water supply and Fire Department. Deficiency 
an are assigned for adverse climatic conditions such as frequent high winds, 
ote fall, severe cold weather, hot and dry weather, or other exceptional con- 
on Divergence between water supply and Fire Department of three classes or 
ait is assigned deficiency points representing the degree of divergence, For exam- 
” 420 deficiency points are assessed for divergence when the water supply is grad- 
easle 2 and the Fire Department is graded class 10. 


Method of Establishing Fire Insurance Rates 


The process of establishing the actual fire insurance rate is kept secret, in 
pert, by competing insurance companies. However, the basic fundamentals of rate 
' 
gaking are known. 


Rating bureaus establish fire insurance rates that will provide for the cost of 
operating the insurance companies, establish adequate reserves, pay fire losses, and 
provide @ profit. 


The insurance rate on a building and its contents starts with the “basis” rate 
determined by: (1) the classification of the city's fire defenses made by the Nation- 
1] Board of Fire Underwriters or the state or regional rating bureau; and (2) the 
tire loss in the entire state over a long period of time, usually the previous five 
years. The fire losses of individual cities are not considered. 


The basis rate is the insurance rate that would be used if the risk on all pro- 
perty were the same. Since the risk varies with each piece of property, however, 
charges and credits are applied to the basis rate to produce a final tate on < 
uilding and its contents, These charges and credits are based on: (a) construction 
of the building and the meterials used, (b) occupancy of the building, (c) exposure 
of the building to other fire hazards, and (d) private fire protection facilities 
provided by the owner, such as sprinkler systems, 


The Texas System 


Texas cities are graded by the Texas Fire Insurance Department. Factors con- 
sidered are about the same as those used by the National Board of Fire Underwriters 
in other states, except that consideration is given to the fire loss history in each 
city. The basis rate is called the "key" rate in Texas, and this purports to meas- 
weacity's ability to cope with the fire problem. 


The method of determining key rates is published and shows charges for deficien- 
cies and credits for factors which are better than standard so that each city can be 
compared with a so-called standard city. Each proposed improvement in a city's fire 
defenses can be weighed by the Texas Fire Insurance Department, and the city officials 
can be informed of the amount the key rate can be reduced by each improvement. In 


fact, the estimated cost of improving a city's fire defenses can be compared with 
the probable total savings in insurance premiums, 


In developing the final insurance rate on an individual building the key rate is 
justed by charges and credits for such factors as type of construction, occupancy, 


eposure, and private protection facilities in much the same manner as with the 
‘B.F.U. system. 


The last step in establishing insurance rates in Texas cities is to take into 
wcount the fire loss record of the city. If fire losses have been high, the 
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individual premiums are increased. The penalty for high fire losses is five, ten 
or fifteen per cent of the basic premium devenuiag on the loss ratio, If fire loans 
in a given city have been low, the individual premiums are reduced by five, ten, fig. 
teen, twenty, or twenty-five per cent, depencicg on the loss ratio. 


This process is best illustrated by an example. In Odessa, Texas (estimated 
population 25,000), the total net premium in 1947 amounted to $245,026 or $9,89 per 
capita. Because net losses from dire for a five-year period were low, the Policy 
owners of Odessa saved a total of about $60,000 during the year 1948, Each Policy 
holder in Odessa was informed of his savings on the face of his 1948 policy, where 
the premium was discounted 25%. 


Fire Grading and Rating in Arizona 


Fire grading and rating in Arizona is conducted in the same manner as in a}} 
other states except Texas. Grading is done by the National Board of Fire Under- 
writers in cities with a population of more than 25,000, and by the Board of Fire 
Underwriters of the Pacific in cities with a population of 25,000 or less, Ratings 
of individual buildings in cities of all sizes in Arizona are made by the Arizona 


Fire Rating Bureau, All of these organizations are subsidiaries of the stock in- 
surance companies. 


City and town officials who have had contact with the staff of N.B.F.U,, Boarg 
of Fire Underwriters of the Pacific and the Arizona Fire Rating Bureau are generally 
complimentary of the manner in which the staffs of these organizations have done 
their work. These employees generally have been personable, efficient, and capable, 
The basic weaknesses in the fire insurance rating and grading systems are in the 
grading schedule itself and the standarcs established for its application to individy- 
al communities. 


Weaknesses in the Grading Schedule 


Discussions among members of this committee indicate the following weaknesses 
in the grading schedule: 


1. The grading schedule does not consider fire losses of individual cities 
and towns in establishing fire insurance premiums. 


2. There is no formal arrangement by which a city or town can carry out 
improvements after a grading is made and automatically bring about a re- 
duction in deficiency points before the grading becomes final, Some 
cities and towns have been permitted to make improvements prior to final 
submission of a report, but such action is entirely up to the engineers 
making the grading and is not a policy of the grading or rating bureau. 


3. Standards on equipment and manpower are applied arbitrarily with respect 
to cities and towns under 200,000 population without taking individual 
characteristics of the community into consideration. This is also true 
to some extent in cities with more than 200,000 population, although the 
standards may not be applied in quite such an arbitrary manner, 


4. There is no precise way of tolling how many deficiency points can be re- 
moved by making certain specific improvements. Under the Texas system 
a city can compute the exact number of deficiency points that can be re- 
moved by certain improvements, and can compute the savings in insurance 
premiums which can be obtained by such improvements. Thus it is possible 


to balance contemplated expenditures with probable savings in insurance 
premiums, 
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Some factors in the grading schedule are weighted too heavily. For 
example, too much emphasis is placed on the alarm system, and there is 
too much adherence to the pull-box telegraphic alarm system, Also, 
it is felt that there is too little emphasis placed on fire prevention 
activities. 


There appears to be a "piling up” of deficiency points. For example, 

a city will be given deficiency points for failure to have a training 
manual. Next they will be given additional deficiency points for 
weaknesses in the training program; then they will be given deficiency 
points for lack of consistent firefighting practices which stem direct- 
ly back to weaknesses in training and the lack of a fire training manual. 


Another example of “piling up" deficiency points relates to so called 
"Structural Conditions." In the grading process the city is given de- 
ficiency points for hazardous conditions which are deemed to be present 
in existing buildings, mercantile districts, and other high value areas. 
Deficiency points are assigned for such items as lack of adequate fire 
walls, exposures, frame buildings, street widths, and size of the high 
value district. The deficiency points thus assigned become a part of 
the basis rate used in computing fire insurance premiums for the entire 
community. In effect the entire community is penalized because of haz- 
ardous conditions in certain areas, While it is felt that this penalty 
against the entire community is not entirely justified, it is generally 
accepted as not being completely unreasonable. 


This is only part of the penalty, however. Whenever the owner or man- 
ager of one of the buildings applies for fire insurance, the building is 
"rated." The rating consists of an evaluation of possible fire hazards 
relating to each particular building. Structural conditions of build- 
ings are included in this evaluation which recognizes the adequacy of 
fire walls, occupancy, and exposure to other buildings in the general 
area which might be a threat to the building being rated, Thus the 
owner is rated on many of the same items which were used in grading the 


city. This appears to be a sort of “double jeopardy” in arriving at 
insurance premiums. 


Hose must be tested every year, and old hose which does not meet the test 
must be discarded. Still, deficiency points are assigned for use of 
hose that is more than seven years old. This arbitrary ruling on hose 
more than seven years old appears to be unnecessary, especially in view 


of the annual testing program and the new materials from which hose is 
being made. 


Deficiency points for climatic conditions apparently are assigned somewhat 
arbitvarily, as is illustrated by the fact that Mesa and Phoenix each re- 
ceived 375 deficiency points for this factor, while Tempe for years has 
been assigned 500 deficiency points for this same item. 


The method of computing “fire flow’ (to the layman this means the amount 
of water available in case of a conflagration) seems to bear a rather 
direct relationship to the population of the community, while buildings 
seem to receive only minor consideration. Some Fire Chiefs in Arizona 
cities and towns indicate that grading engineers have increased fire flow 
requirements substantially in re-gradings, based on increases in the popu- 
lation of the communities, Yet the number and type of buildings in the 


principal mercantile district have’ cNinged little over the years. Emphasis 
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on population growth appears to be an easy (and, perhaps, misdirected) 
method of increasing fire flow requirements, especially when, in the 
event of a fire, the streams of water are normally directed toward the 
burning buildings. If the structures in the principal mercantile dis- 
trict have not changed over the years there seems to be little justifi- 
cation for changing fire flow requirements simply because more people 
have moved into residential areas, 


The Loss/Premium Ratio in Arizona 


The Loss/Premium Ratio is a percentage figure computed by dividing the losses 
paid by fire insurance companies by the net premium paid. This ratio is expressed 
as a percentage of net premium paid. Studies made by national organizations indj-. 
cate that fire losses generally should run about 45% to 50% of premium income, Costs 
plus profits and conflagration reserve should absorb the remaining 50% to 55% of pre- 
mium, Usually fire insurance commissioners allow a profit margin of 5% plus a 14% 
conflagration reserve. 


A chart prepared for this committee indicates that the fire loss ratio in Arizog 
hit a low of 30.9% in 1953 and a high of 52.6% in 1956, (See Appendix A) The aver. 
age loss ratio over the past ten years is 40%, which is from 5% to 10% less than the 
generally accepted loss ratio of 45% to 50%. This indicates that earnings (profits) 
of fire insurance companies operating in Arizona are from 5% to 10% higher than gen- 
erally accepted standards, 


Another indication that fire insurance premium rates have been excessive in 
Arizona is indicated by the relatively minor adjustments in premiums that have been 
made over the past ten years -- a period generally characterized by higher cost 
trends and inflationary influences, In 1953 a reduction in both the one-year and 
three-year term premiums were made. In January, 1958, a change was made in the 
three-year term premium which had the efiect of an increase of approximately 10% in 
the three-year premium rate. In October, 1958, insurance premium rates on both the 
one-year and three-year policies were reduced by about 20% for masonry dwellings, 
Rates on frame dwellings were increased slightly at the same time, but the per cent 
of increase was not known. 


The Arizona Insurance Department 


Regulation of insurance premium rates is the responsibility of the Arizona In- 
surance Department, This department is an agency of the Corporation Commission, al- 
though in many respects it operates with greater independence than other activities 
under the jurisdiction of the Commission. The Insurance Department was established 
by the State Legislature, with duties prescribed in the Arizona Revised Statutes, 
section 20-341, as follows: 


“The purpose of this article is to promote the public welfare by regulating 
(insurance) rates to the end that they shall not be excessive... 


Section 20-343 further provides: 
"2, Rates shall not be excessive, inadequate, or unfairly discriminatory. 
No rate shall be held to be excessive if the director finds that free com- 
petition exists in the area and in the classification covered by such rates, 


"3, Due consideration shall be given to past and prospective loss experience 
within and outside the state, to the conflagration and catastrophic hazards, 


to a reasonable margin for underwriting profit and contingencies, to dividends, 
savings. . . (etc)” 
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The Insurance Department is given no responsibility for reviewing gradings of 
or ratings of individual structures for fire insurance purposes, except in ful- 

= its general responsibility to see that insurance rates are not “excessive.” 
ee that insurance companics operating in Arizona (and most other states) are 
- to establish whatever grading and rating procedures they see fit, with the know- 
7 that no local, state, or federal agency has the authority to review these pro- 
ed This seems to be an exceedingly loose control of an industry whose activi- 
io are as much "in the public interest" as any public utility. 


Recommendations of the Committee 


The Committee on Fire Insurance Rating and Grading of the League of Arizona 
cities and Towns makes the following recommendations for consideration of the League: 


1, The League of Arizona Cities and Towns should seek introduction of 

a measure in the State Legislature which would enable Arizona cities 
and towns to appeal fire gradings. Such appeals should be made to 
the Corporation Commission, After a hearing in which the municipal- 
ity and the grading bureau have an opportunity to present their argu- 
ments on the grading, the state agency authorized to hold the hearings 
shall establish the proper grading for fire insurance purposes, The 
ruling of the state agency would be final except for appeals to the 
courts as provided by law, 


2, A letter should be written to the National Board of Fire Underwriters 
and the Board of Fire Underwriters of the Pacific urging them to mod- 
ernize their grading schedule, and pointing out the specific problems 
enumerated in this report, This would include, among other items: 


(a) The elimination of "structural conditions" as a factor in 
the grading schedule; 


(b) The elimination of the pyramiding of deficiency points for 
certain categories; 


(c) Recognition of individual loss ratios of cities and towns 
when establishing their fire insurance class; 


(d) Recognition in the grading schedule of the individual manner 
in which cities and towns have developed, especially the dif- 
ference between cities that have a large number of multi-story 
buildings (usually found in the eastern United States) as op- 
posed to those which have been characterized by a large nunber 
of one and two story structures and relatively few multi-story 
structures; and 


(e) The establishment of a program for maintaining the grading 
schedule on a current basis, recognizing new developments 
in firefighting techniques and equipment as well as new con- 
struction methods and materials, 
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THE INSURANCE INDUSTRY 


TEN LEADING PREMIUM PRODUCERS IN 43 LINES OF INSURANCE, 1957 
(Submitted by Department of Justice) 


The following data were published in “The Spectator,” February, 1959: 


[Figures to right of company name are written premiums for 1957 rounded to millions of 





dollars] 
Company groups leading in all lines—Life, fire casualty 

1. Travelers, Hartford__--_~--- 991.9] 5. North American, Philadel- 
2. Aetna Life, Hartford__- 946. 4 NMA. = 2: nbn Bateasincenl 399 ¢ 
3. Continental-National, 6. Allstate, Chicago________ 313.9 
is ci ee -- 436.0] 7. Home, New York__________ 231.3 
4. State Farm Mutual, Bloom- 8. Trans-America, Los Angeles_ 28 = 
SIN es oo ee eee. . 384.7) 9. Nationwide, Columbus______ 202 | 
10. Kemper Group, Chicago____ 1.7 


Individual companies leading in 


Life, 


total premiums written 


1. Metropolitan New New York Life, New York. 


518.7 


tC. _.-.-.----.. 2269.6] 8. State Farm Mutual Automo- 
2. Prudential, Newark ______- 1967.3 Olle, Tinos —. |... 341.4 
3. Equitable Life, New York_ 1087.3] 9. Connecticut General, Hart- 
4. Travelers, Hartford____--- 762. 6 ne ee 
5. Aetna Life, Hartford_____~- 683. 7 | 10. Northwestern Mutual______ 308.1 
6. John Hancock, Boston__-_-_- 627. 4 
Life companies leading in life and health premiums written 
1. Metropolitan, New York___ 2269.6| 7. Connecticut General, Hart- 
2. Prudential, Newark —_--_--- 1967. 3 iy) eer 
3. Equitable Life, New York_ 1037.3] 8. Northwestern Mutual, Mil- 
4. Aetna Life, Hartford______ 683. 7 wiuee.....4 ~~... 382 308. 1 
5. John Hancock, Boston_____ 627.4] 9. Massachusetts Mutual_____ 197.3 
6. New York Life, New York 578.7! 10. Occidental, Los Angeles____ 192.0 
Company groups leading in fire and casualty premiums 
i: Weavewes, Harttore.......... 726.5] 6. Allstate, Chicago___.-..___ 313.2 
2. Aetna Life, Hartford___.____ 564.1) 7. Liberty Mutual, Boston_.___ 304, 8 
3. Hartford, Hartford________- 389.7] 8. American Fore, New York___ 301.2 
4. State Farm, Bloomington_.__ 354.1 9. Continental-National, Chi- 
5. North America, Philadel- CBB nn ecient 298. 4 
OR Baton ci Se 322.7] 10. Royal Globe, Liverpool______ 232. 0 
Individual companies leading in premiums written personal lines 
1. Metropolitan Life, New 7. Travelers, Hartford___---- 587, 2 
T@lGe eos Misia Dacntaciba ds 2269.6] &. Connecticut General, Hart- 
2. Prudential, Newark -______ 1967.3 [O06 5... <9 eee ee 
3. Equitable Life, New York_ 1037.3| 9. Northwestern Mutual, Mil- 
4. Aetna Life, Hartford______ 683. 7 waukee eye 
5. John Hancock, Boston_____ 627.4] 10. Massachusetts Mutual, 
6. New York Life, New York. 578.7 Springfield. _...........2 197.3 


Individual companies leading in premiums on property lines (excluding A ¢ H 


business ) 


1. State Farm Mutual dAuto- 6. Travelers Indemnity, Hart- 
mobile, Illinois____-_______ 341. 2 ford_ Pee er 243, 1 
2. Allstate, Skokie_____ .... 294.2| 7. Travelers, Hartford .......- 225.4 
3. Aetna Casualty & Surety, 8. Hartford Accident & Indem- 
Hartford os aoe aE 268. 2 nity, Hartford .... 2.2.5 206. 0 
4. Liberty Mutual, Boston_____ 255.9] 9. Home, New York___-------- 189.5 
5. U.S. Fidelity & Guaranty, 10. Insurance Co. of North . 
WINN 6 ire 248. 2 America, Philadelphia__-- 179.’ 


\ 4 
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Property companies 


less accident and health 
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1, State Farm Mutual Automo- 6. Travelers Indemnity, Hart- 
eo RE aa 341. 2 DO aise tein taiaiaiiee ics cee ee 
» alistate, Skokie-.---_--___- 287.2| 7. Travelers, Hartford________ 225.4 
Actna Casualty & Surety, 8. Hartford Accident & Indem- 
PII 8 — enna 268. 2 nity, . Hartford. 2s... 206. 0 
4, Liberty Mutual, Boston_____ 255.9} 9. Home, New York__________ 189. 5 
‘ us. Fidelity & Guaranty, 10. Insurance Co. of North Amer- 
' Baltimore secvesnaiiinachees ae ica, Philadelphia_________ 179. 7 
Casualty companies less fire lines 
|, Travelers, Hartford a 7626] 7. Hartford Accident & Indem- 
9 State Farm Mutual, Bloom- nity, Martford.... nic 218. 2 
. ST . -~ $40.5) 8. U.S. Fidelity & Guaranty, 
4 Allstate, Skokie__------~__- 277. 4 altianere..o Ses see 208. 0 
\ Liberty Mutual, Boston_____ 245.3] 9. Travelers Indemnity, Hart- 
5 Aetna Casualty & Surety PONG asia”, ates 180. 0 
Hartford_-_....-._----___-__ 228.7/10. Nationwide, Columbus______ 128. 8 
4, Continental Casualty, Chi 
Pee sueise - 223.7 
Fire companies less casualty lines 
|, Home, New York___-__...__- 188.4] 6. Aetna, Hartford_._________- 71.1 
9 Insurance Co. of North Amer- 7. Fireman’s Fund, San Fran- 
ica, Philadelphia__________ 172. 2 CE Riri ctip hes ABLE, 69. 2 
4 Hartford Fire, Hartford_____ 158.5| 8. St. Paul Fire & Marine, St. 
4 General Exchange, New BN cicisiininnnishtinesataatitiintiaemeindl 68. 3 
eral ed cial She 125.3| 9. Great American, New York__ 67.0 
5, Continental, New York__-._.__ 72.2] 10. Fidelity Phoenix, New York__ 57.7 
Fire companies leading in fire lines 
|. Home, New York _.._. 189.5| 6. St. Paul Fire & Marine, St. 
9 Insurance Co. of North Amer- POGh ct eas. idea 121.3 
ica, Philadelphia__________ 180.2] 7. American, Newark_________- 107. 
§ Hartford Fire, Hartford_____ 158.5] 8. Aetna, Hartford____________ 103. 2 
4 General Exchange, New 9. Firemen’s, Newark__________ 81.9 
cig ----....... 125.3] 10. Glens Falls, Glens Falls_____ 80.7 
3. Fireman’s Fund, San Fran- 
0 Ee - A 
Casualty companies leading in casualty lines 
| Travelers, Hartford_...._.... 762.6| 7. Travelers Indemnity, Hart- 
2 State Farms Mutual Automo- SONG 46s Sek ee. a 
bile, Mlinois___.._.._..... 341.3] 8. Continental Casualty, Chi- 
%, Allstate, Skokie____________ 287. 2 ti ie ei niin’ Goad 
4, Liberty Mutual, Boston______ 285.3 | 9. Hartford Accident & Indem- 
ij, Aetnn Casualty & Surety, nity, Hartford.222221i1 26 1 
rete OU 268.3) 10. Lumberman’s Casualty, Chi- 
{. US. Fidelity & Guaranty, CO aa RE coe 132. 5 
eR 65love SOR 
Casualty lines of fire companies 
lL American, Newark_____- ---. 638.8] 5. Glens Falls, Glens Falls__ 38. 7 
2 Fireman’s Fund, San Fran- 6. Aetna, Hartford____________ 32. 1 
DUE 2S cs re 55.9] 7. Federal, Holland, N.J_______ 25.5 
3 8. Paul Fire & Marine, St. 8. Queen, New York___________ 21.1 
MM Fe ease J. 53.0| 9. Niagara Fire, New York_____ 20.7 
4 Firemen’s, Newark... 42.1110. General, Seattle_____ stilt RZ 
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1. 


» 


Fire lines of casualty companies 





Travelers Indemnity, Hart- 6. Royal Indemnity, New York. 
ford __ seis cn Ee 7. National Surety, New York 
U.S. Fidelity & Guaranty, 8. Continental Casualty, Chi- 
Ral@imiee = tu te V2] | epgo lus 22: tae) 
3. Aetna Casualty & Surety, 9. Globe Indemnity, New York. 
Hartford- Ro bai 39. 6 | 10. Fireman’s Fund Indemnity 
Liberty Mutual, Boston_____- 34. 0 San Francisco ae 
American Automobile, St. | ° 
ee ender 27.6 
LIFE 


or os bo 


oo NO 


te 


Se oo ND 


sto 


~ 





. Western & Southern, Cincin- 


Total life 





. Metropolitan Life, New 7. Northwestern Mutual, Mil- 
FOR éhi. tis L253 1888. 4 waeuke@scce.4. 2425. 5: 
Prudential, Newark __-__-_- 1777.3| 8. Travelers, Hartford________ 
Yquitable Life, New York ~~ 853.3 | 9. Connecticut General, Hart- 
John Hancock, Boston______ 553. 3 | fom... .251tuee.. ieee 

. New York Life, New York. 527.3] 10. Massachusetts Mutual 
. Aetna Life, Hartford_._.. 390.0 Springfield 





Total annuities 


Equitable, life, New York. 267.6| 6. Connecticut General, Hart- 
Prudential, Newark —~_____~- 240. 2 fond. ........d jab 
Metropolitan Life, New 7. Travelers, Hartford 254. TT) 
i a es 236.5] 8. Teachers Insurance & An- 
Aetna Life, Hartford ____-_ 126. 1 acre ee 
John Hancock, Boston___-_- 100.4| 9. New York Life, New York__ 
10. Bankers Life, Des Moines__ 
Ordinary life 

Prudential, Newark ______- 999.3] 7. Mutual Life, New York____ 
Metropolitan, New York___. 999.3] 8. New England Mutual, Bos- 
New York Life, New York. 452.5 CORng ne KL See 
Equitable Life, New York_. 377.2| 9. Massachusetts Mutual, 
Northwestern Mutual, Mil- POE in is csinc creel 
I I a ate ss 290.2 | 10. Mutual Benefit, Newark___ 

John Hancock, Boston____- 218. % 


Group annuities 


. Prudential, Newark ______-- 240. 1 6. Connecticut General, Hart- 
Equitable, New York —__---- 237.3 form@uetsc Ju isisetLause 2 
Metropolitan Life, New 7. Travelers, Hartford ~.---- - 

FE a ee 234.6] 8. Bankers Life, Des Moines___ 
Aetna Life, Hartford______- 123.8} 9. Massachusetts Mutual, 
John Hancock, Boston____-_ 91. 0 Soregeed <. cvs. 


10. State Mutual, Worcester____ 


Industrial life 





. Metropolitan Life, New York 398.9] 7. Life Insurance Co. of Geor- 
Prudential, Newark ; 308. 0 OG. Rte. 3 ence 
John Hancock, Boston__._. 106.7] 8. Liberty National, Birming- 

Nashville___-_-_- _. 69.6) 9. Independent Life & Accident, 


Jacnonvilieu . 2.24.4.idkks 
WEE ss. 230423574 ak 65 10. Life & Casualty, Nashville_- 
American Nat ional, Galves- 


ton i Simikeawien Ges O 


! 
National Life & Accident, i ham___ 
! 
| 
2 | 
| 


279. 


no bo 


216.6 


185. 0) 


62.9 
41.1 


35.6 
20.9 
19.0 


39. 1 
18. 


14. 


—_— 





1. Teach 
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Immediate annuities 

1 Teachers Insurance & An- 6. Connecticut Mutual, Hart- 

nuity, New Old. asec. 35. 6 ee a ae 

9 Bquitable, New York_--__~- 22.7] 7. Southwestern Life, Dallas__- 
yew York Life, New York__ 16.8] 8. Phoenix Mutual, Hartford__ 
|, Northwestern Mutual, Mil- 9. Franklin Life, Springfield, 
waukee__--- wabasil Te Gi Vi | a a 

5, John Hancock, ‘Boston Sttidak 9.4|10. New England Mutual, Bos- 


Group life 


|, Metropolitan Life, New 6. John Hancock, Boston_ 
I 297.6] 7. Connecticut General, Hart- 
) Equitable Life, New York__ 179. : I i a 
; prudential, Newark_____--__ 165.3] 8. Continental, Chicago _______ 
4 Aetna Life, Hartford_______ 144.4] 9. Bankers Life, Des Moines__ 
; Travelers, Hartford _______- 107. 2120: Cana Mintel. :-..53. 254 took 
Disability 
|, Prudential, Newark __--___. 30.14| 7. Mutual, New York__~----_-- 
9 Metropolitan, Ne : York___. 14.79| 8. Massachusetts Mutual, 
9 New York Life, New York__ 8.81 Springfield_____- an eS 
4 Equitable Life, New York... 6.75} 9. Lincoln National, Fort 
5, Northwestern Mutual, Mil- Fi Wo St ks 
ee ee ee 4. 05 . Travelers, Hartford _____~ 
§ John Hancock, Boston______ 3. 44 iC 


Supplementary contracts without life contingencies 





1. Metropolitan Life, New 6. Massachusetts Mutual, 
etic ciel oie casa ar | Springfield_____- Pn 

) Prudential, New: ee see _ 42.5] 7. Connecticut Mutual, Hart- 

3. Equitable, New York__-__-~- 40. 0 Wei Soe ee : 

4 New York Life, New York__ 35. 8 | 8. Mutual Benefit, Newark___~ 

3. Northwestern Mutual, Mil- %. Travelers, Hartford 
waukee___- hiaatarnayen, see a Pe eee England Mutu: ul, 





Boston 


Supplementary contracts with life contingencies 


1. Northwestern Mutual, Mil- | 6. Penn Mutual, Philadelphia__ 
waukee______ lth aed 23.6) 7. Aenta Life, Hartford______- 
2 Equitable, N tew York ae 15.7) 8 Connecticut Mutual, Hart- 
. Travelers, Hartford _ eta) ee ee ee : re 
New York Life, New York__ 13.5] 9. Prudential, New: irk ieshinagaeee 
j. Metropolitan Life, New 10. New England Mutual, 
OS aig a eh. ott 9. 4 Boston 


Accidental deaths 


461 


6. £ 


62. 


40. 
38. 


29. 


Or 


aw. 


7 


nen 


a 


cre 


39 


2. 30 


|, Prudential, Newark_________ 29.86]! 7. Lineoln National, Fort 

2. Metropolitan Life, New Wes Goto oe 
eee aie 23 | 8. Travelers, Hartford _______ 

. New York Life, New York__ 10.32] 9. Aetna Life, Hartford 

1 Equitable Life, New York___ 6.59] 10. Connecticut Mutual, Hart- 

» John Hancock, Boston_____. 4.33 ford _ Ainiinata tales, tags ndtelet nian 

. Mutual Life, New York___. 3.19 


1. 9 


9 


44 


. 89 
. 49 
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. Liberty Mutual, 


>. State 


. Travelers, 
. Continental Casualty, 
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Workmen’s compensation 


Boston_____ 
Travelers, Hartford 


. Employers Mutual Liability, 


WweGeetid. JU Alc 
. State Insurance Fund, Al- 
OF “Tis mere we eddiL 
. Aetna Casualty and Surety, 
Hartford 


Compensation 
Sacramento 


Fund, 


. Metropolitan Life, New York_ 


Aetna Life, Hartford 


. Travelers, Hartford________- 
. Prudential, Newark- 
5. Equitable Life, New York__ 
. Mutual 


Benefit 
Accident, 


Health & 
Omaha_- 


Hartford _____- 


108.9| 7. Hartford Accident & Indem- 
83.8 nity, Hartford___.__ 
8. U.S. Fidelity & Guaranty, 
64. 2 Baltimore ----____._ 
9. American Mutual Liability 
8. 4 Besten............iJebe 
10. Fidelity & Casualty, New 
49.4 . (a in cea 
47.4 
HEALTH 
Total accident and health 
370.1| 7. Continental Casualty, (Chi- 
293. 7 a pie ae 
258.0] 8. Associated Hospital, “New 
190. 0 York__ ae jae 
_~ 183.3] 9. Michigan Hospital ‘Service, 
Detroit i i 
180.3/10. Bankers Life & Casualty, 
CTHEREO~ .. snc eee 
Accident 
19.2| 6. Mutual Benefit Health & 
Accident, Omaho- 


Chicago 


3. Washington N: itional, Ey vans- 


& Acci- 


% 
“1 


. Independence Life 
dent, Louisville 


Waele nd os cs ee a 7.6] 8. Life & Casualty, Nashville__ 
4. Aetna Life, Hartford______- 7.4| 9. National Casualty, Detroit__ 
5. Metropolitan Life, New York_ 5.5 |10. Connecticut General, Hart- 
I i vcricstnssniv iid deel 
Group accident and health 
1. Metropolitan Life, New York_ 313.9| 7. Occidental Life, Los Angeles_ 
2. Aetna Life, Hartford_______ 282. 4 John Hancock, Boston______ 
3. Travelers, Hartford_-_-_-__-_ _ 232.2] 9. Continental Casualty, Chi- 
4. Equitable Life, New York___ 180.6 CID sistas thingie 
5. Prudential, Newark_________ 131.9] 10. Provident Life & Accident, 
6. Connecticut General, Hart- CRattanooea.. i... .scane 
I 96. 7 
Noncancelable accident and health 
1. Prudential, Newark_______-_- 43.1 6. Life Insurance Co. of Geor- 
2. Metropolitan Life, New York. 30.3 gia, Atlanta_ iucimeast Aan 
3. Paul Revere Life, Worcester. 16.7] 7. Loyal Protec tive, ‘Boston_ 
4. Massachusetts Protective. 11.4] 8. oo ‘apital, ‘im eee 
5. Massachusetts Indemnity & 9. New York Life, New York-_-- 
Rane OGRORs... 6553s 1.5 1,10. National Life & Accident, 
Nashville. «_.0<<té~aenteens 
Aecident and health 
1. Mutual Benefit Health & Ac- 6. Washington National, Evans- 
cident, Omaha_______ ___ 80.8 TOR ns. cecitin acess a 
2. United, Chicago______ ‘ihaiiaa Metropolitan Life, New York- 
3. Continental Casualty, Chi- 8. Prudential, Newark--------- 
cago ee ee _.. 25.2] 9. Provident Life & Accident, 
4. National Life & Accident, Chattanooga__-__- — 
RS oe 20.5 |10. Bankers Life & Casualty, 
5. Monarch Life, Springfield___ 17.3 Chicago... .....ssesee= 


45.7 
41.8 
40), 9 


27.9 


68.2 


57.1 


16.9 
15. 0 
10.2 


9.9 
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Hospitalization 


jssociated Hospital Service, 


~ 


i. Blue Cross of Northeast Ohio. 











a deat 18. Cleveland____._...__.... 54.5 
. » Michigan Hospital Service, 7. United Medical Service, New 
41s SS ins as === ==------ 113.7 York______- ih nition Ligaen 53.8 
4 Bankers Life & Casualty, A 8. Medical Service of Pennsyl- 
4.9 | Gmicago._-...------ wi, RZ vania, Harrisburg _____-_._ 51.8 
, 4, Blue Cross, Chicago-__-_-_- --. 69.2] 9. Hospital Service of New 
27.4 5 Mutual Benefit Health & Ac- Jersey, Newark_...._._.__._.__ 50.2 
we | Ue OMG 68.9! 10. Hospital Service, Pittsburgh. 46.4 
| 
FIRE AND CASUALTY 
Fire 
1. Home, New York-__--_------ 90.5 | 7. Fidelity Phoenix, New York__ 25.2 
9 Hartford Fire, Hartford______ 67.3| 8. General, Seattle.______ Jt. of k 
» Insurance Co. of North Amer- 9. St. Paul Fire & Marine, St. 
177.7 | ~~ jea, Philadelphia__________ 42.8 CO 6 5555S aae $e 
4, Continental, New York_-___-_ 33.4) 10. U.S. Fidelity & Guaranty, Bal- 
117.7 5, Great American, New York__- 32. 2 ORG occas nce: eee 
ae meererorg............_ 30. 0 
113.7 
Extended coverage 
we 
M25 1, Home, New York__------___- 31.9| 6. Great American, New York___ 10.6 
9 Hartford Fire, Hartford__.___ 23.8] 7. Aetna, Hartford_____________ 10.0 
| 8. Insurance Co. of North Amer- 8. Fidelity Phoenix, New York___ 8.6 
ica, Philadelphia__________ 13.5) 9 St. Paul Fire & Marine, St. 
49 4, Continental, New York _____~_ 11.8 We ita: ss icrpsingies Sguseaiteamnidnioaanee &.9 
5. General, Seattle__._._.____._.___ 10.9 | 10. National Fire, Hartford______ 8. 6 
4.9 
a5 Other allied lines 
3.5 ' 
| 1. Home, New York___________ 3.084] 6. Aetna, Hartford___.._______ .428 
3.2 2, Aetna Casualty & Surety, 7. Contenental, New York_____ 3716 
ieee ertis tetas 951] 8. Fidelity & Phoenix, New 
3. Hartford Fire, Hartford__.__  .894 a * , SU A le 371 
4 Insurance Co. of North 9. Continental Casualty, Chi- 
77.4 America, Philadelphia____ 468 CN knee ra a 321 
73.1 5, Great American, New York__ _.464| 10. Swiss Reins, Zurich________ .299 
68, 2 Homeowners 
57.1 1. Insurance Co. of North Amer- 6. Hartford Fire, Hartford_____ 4.7 
ica, Philadelphia__.....___ 22. ‘mene, Hartford... 2 4.4 
2 Home, New York____-__--.._._._ 9.3] 8. American, Newark___________ 4.2 
3. Liberty Mutual, Boston______ 6.8] 9%. Great American, New York__ 4.1 
4.U.S8. Fidelity & Guaranty, 10. Philadelphia Fire & Marine, 
“a ates tt a anid os 6. 6 PRHGOGIRER. 5... sree 3.4 
4 : 5, General, Seattle__.___________ 5.6 
a Commercial multiple peril 
. L Insurance Co. of North Amer- | 6 U.S. Fidelity & Guaranty, 
2.6 mn Epnaeiphia____._.._.. 3. $21 Prenereer eg ucdeatl Sane 
2. Fireman’s Fund, San Fran- 7. American, Newark___________ .69 
2 - ie i. OO 
3. Aetna, Hartford_____________ 1.30| 9. Springfield Fire & Marine, 
i 4. Home, New York____________ 1. 05 erin eS fe A 
oe ). Great American, New York___ .99| 10. St. Paul Fire & Marine, St. 
: SARE ~.<< cession 50 
9,9 


9.4 
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Earthquake 
. Continental, New York__---- 0.214| 8. American Automobile, st. 
General, Seattle._..0-..... . 209 PO aie es tet cite cigs 0. 118 
Home, New York___.._----- .206| 9. Insurance Co. of North Amer. — 
. Hartford Fire, Hartford_._.__ .177 ica, Philadelphia_______ Us 
Great American, New York__ .150| 10. Fireman’s Fund, San Fran. | , 
. Fidelity Phoenix, New York. .127 icici cde te 7 
. National Fire, Hartford_____ .118 a 
Boiler and machinery 
1. Hartford Steam Boiler, Hart- 6. Ocean Accident & Guarantee, 
Rs ae ante Sell pasck i aE peae 22. 4 ee ee 21 
Mutual Boiler, Boston______- 13.7| 7. American Motorists, Chicago. 2 0 
Travelers Indemnity, Hart- 8. American Guarantee & Liabil- 
I so ted ee de acne 8.6 DG a sensing tnd nt sc 1? 
. Lumberman’s Mutual Casual- 9. Employers Liability, Boston__ 13 
Abe. i ae 4.3] 10. Columbia Casualty, New York. 1] 
. Maryland Casualty, Balti- 
cass tah escent 2.8 
Burglary and theft 
. Travelers Indemnity, Hart- 5. Indemnity Co. of North Amer- 
tak Sic teks ct Es at 8.2 ica, Philadelphia___._____ 3.8 
. Hartford Accident & Indem- 6. Maryland Casualty, Baltimore. 3.1 
pity, Tiariberd....2 ogo ia 7.6| 7. Fidelity & Deposit, Baltimore. 29 
Aetna Casualty & Surety, Hart- 8. American, Newark_______.___ 1.9 
a ae ee dae 6.7) 9. St. Paul Fire & Marine, St. 
. U.S. Fire & Guarantee, Balti- PON. check aie ee 1.8 
more______--_.__-----.------~ 5.2110. Continental Casualty, Chicago_ 1,6 
Glass 
. Travelers Indemnity, Hart- 6. New Amsterdam Casualty, New 
TN iets lela cece ohn anne 2.9 Oi ei ne erent a 1.0 
Aetna Casualty & Surety, Hart- 7. Home Indemnity, New York. .8 
DN aca nett asian ee tgs ree 2.6]; 8. American, Newark____...-_.. 8 
. U.S. Fire & Guarantee, Balti- 9. Indemnity Co. of North Amer- 
es ils Saco cand aes os 2.3 ica, Philadelphia___________ 8 
. Hartford Accident. & Indem- 10. Great American Indemnity, 
ity, j Fametrere = 5. ee tye mew Tork... 2 eee 
. Maryland Casualty, Baltimore_ 1.4 
Inland marine 
eee. OW MOle. 4-2 ene 17.6| 6. Aetna Casualty & Surety, 


. Hartford Fire, Hartford____-_ 15.8 
. Insurance Co. of North Amer- 


peered... .. ce ee oe 
7. Aetna, Hartford ........4..u% 
8. Phoenix, Hartford__________- 


an 
a2S 
own 


9. Federal, Holland Township, 
Pal oe 3c ced natn eee 5.3 
10. Liberty Mutual, Boston___--- 5.1 


Aircraft 


a, Piacente... 6 15. 7 
. St. Paul Fire & Marine, St. 

I oe oe 10.8 
5. Fireman’s Fund, San Fran- 

een . 14. ee Seunsence 10.7 
. Fireman’s Fund, San Fran- 


OD is oo ce aia aeesicdh atone asia menial 


eee. See ROM go 1.0 
Pheenix, London... -._ aoa 
Swiss Rein, Zurich___________ .6 

POG, SHU MNo ce Oo ow kk .6 
Hartford Fire, Hartford. NT .6 


7. Reinsurance Corp., New York_ 0.5 


8. Federal, Holland Township, 
WG Es Bisiinks wet cas eh coe 5 
9. General Reinsurance, New 
WE oe ssa a 4 


10. Home Fire & Marine, San Fran- 


1, Insut 
ica 
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’ Hartford 


. Home, New 


. Hartford Fire, 
Insurance Co. of North Amer- 


. Springfield 


.US. 
. Fidelity & Deposit, 
. American Reins, 

. Aetna 


. Hartford 


. Allstate, Skokie_____ 
. State Farm Mutual 


. Travelers, 
. Hartford Accident & Indem- 


. Aetna 


. Allstate, Skokie 


. Travelers, 


THE 


INSURANCE 


INDUSTRY 


BONDING 


Ocean marine 


Insurance Co. of North Amer- 
Philadelphia 


ica, 

Home, New York- ; 
Fireman’s Fund, San Fran- 
Cisco- -- 

Federal, Holland Township, 
crn tiem 

U.S. Fidelity & Guaranty, 


Baltimore- 
Fidelity & Deposit, B: itimore_ 
Accident & Indem- 
nity, Hartford _____- 
Insurance Co. of North Amer- 
ica, Philadelphia 
Aetna Casualty & Surety, 
Hartford a 


G 


York__-_ 
Great American, New York 
Hartford 


Philadelphia__-_-__~- 
Fire & Marine, 
Springfield____ g 


ica, 


Fidelity «& 
Baltimore 


Guaranty, 


Baltimore. 
New York 
Casualty «& Surety, 
Hartford ~ 
Accident 
Hartford 


e Indem- 
nity, 


{utomobile 


Automo- 
bile, Illinois_____ a 
Hartford__ 1 


Hartford 
Casualty 
Hartford ____ 


nity, 


& Surety, 


| 5. Hartford Fire, Hartford 
16. ¢ 6. Continental, New York 
10.1} 7. Aetna Casualty & Surety, 
| Hartford 
t.o 8. Glens Falls, Glen Falls 
9. Fidelity Phoenix, New York 
7.0 | 10. Aetna, Hartford 


Fidelity 
6. American Surety, New York 
Travelers 


Indemnity, Hart- 
6. 0 | ford i a 
| & Maryland Casualty, Balti- 
a. ¢ more ___ Je ee ee 
9. Fidelity & Casualty, New 
4.7 | York 
| 10. Employers Mutual Liability, 
4.6 | Wausau 
rowing crops 
5. 4 6. Aetna, Hartford one 
3.5] 7. St. Paul Fire & Marine, St. 
3.2 | Paul . 
| §. U.S. Fire, New York 
2.7| 9. Fireman’s Fund, San Fran- 
cisco : 
2.6] 10. Continental, New York 


Surety 


6. Maryland Casualty, Baltimore 


14.7) 7. General Reins, New York__-- 
9.4| &. Travelers Indemnity, Hart- 
7.9 ford_ a ~— 
9%. Continental Casu: alty, ( ‘hic ago. 
7.6! 10. Seaboard Surety, New York- 
| 
6.6 


AUTOMOBILE 
liability (bodily injury) 


152.9] 6. Nationwide, Columbus, 
7. U.S. Fidelity & 


Ohio 
Guaranty, 


139. 0 | Baltimore_____~_ ee 
108.2} 8. Fidelity & Casu: ilty, New 
ie = 
69.6) 9. Liberty Mutual, Boston. 
10. Lumberman’s Mutual Cs asu- 


62.8 | alty, Chicago___- 


Automobile liability (property damage) 


State Farm Mutual Automo- 
oe) 

Hartford... _- 

Hartford Accident & Indem- 
nity, Hartford_______ 

Nationwide. Columbus, Ohio 
Aetna Casualty & Surety, 
Hartford___ 


61.8| 7. U.S. Fidelity & 

Baltimore. te se 
61.6| 8. Liberty Mutual, Boston. 
50.6] 9. Fidelity & Casualty, 

York 
31.1) 10. 
27.1] 


Guaranty, 


Lumberman’s 
alty, Chicago 


Mutual Casu- 


96.7 
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Automobile physical damage 


1. General Exchange, New 6. U.S. Fidelity & 


Guaranty, 
Is eR ns fn 125.3 NO ini wecinnuaie 28 3 

2. Allstate, Skokie____________ 58.8} 7. Calvert, Baltimore_________ 29 4 

3. Hartford Fire, Hartford_... 35.8] 8 Emmco, South Bend________ 29 9 

4. Motors, New York__-------- 35.0] 9. American, New Jersey______ 19.1 

5. Aetna Casualty & Surety, 10. Home, New York___________ 18.5 
SEOs Se sien ee ead 30. 9 re 

Liability other than auto (bodily injury) 

1. Travelers, Hartford______-_~- 33.4] 6. Liability Mutual, Boston____ 21.0 

2. Hartford Accident & Indem- 7. Fidelity & Casualty, New 
mite, Hartford... ........ 30. 9 BOE ow mish oaraai epee 16.7 

3. Aetna Casualty & Surety, 8. Continental Casualty, GChi- 
DUNO ois Sissies 30.5 CORD + — in narnnstte cB 11.3 

4. U.S. Fidelity & Guaranty, 9. Employers Mutual Liability, 
PII oe ie 25. 4 EA 

5. Indemnity Co. of North Amer- 10. St. Paul Fidelity & Mutual, 
ica, Philadelphia_________ 22.6! be WUD. . attache cee 10.3 

Liability other than automobile (property damage) 

1. Travelers, Hartford________ 10.3] 6. Aetna Casualty & Surety, 

2. Indemnity Insurance Co. of SeeTtTOTG . oe a 6.7 
North America, Philadel- 7. Fidelity & Casualty, New 
ne ae 7.4 SOPK:: .phc4 0nd ee 4.3 

3. U.S. Fidelity & Guaranty, 8. Employers Mutual Liability, 
Bs ee 7.3 WAQKRU. cdc ees See 3.6 

4. Hartford Accident & Indem- 9. Maryland Casualty, Balti- 
un fie a ee 6.8 MpOTe.. ..........-. nue 8.4 

5. Liberty Mutual, Boston______ 6.7} 10. Continental Casualty, Chi- 

CORO k o 6 6-5<nndeeeeee 3.4 


THE PHOENIX OF HARTFORD INSURANCE COMPANIES, 
Hartford, Conn., September 15, 1959. 
Insurance hearings. 
Hon. Estes KEFAUVER, 
Chairman, Subcommittee on Antitrust and 
Judiciary, 
U.S. Senate, Washington, D.C. 

DEAR SENATOR KeEFAuver: While testifying before your subcommittee on 
August 12, at which time Senator Hart was presiding, he invited me to submit 
a supplemental statement relative to unlicensed insurers. 


It is attached hereto and I trust it reaches you in time to be incorporated 
in the record. 


Sincerely yours, 


Monopoly, Committee on the 


JOHN A. NortuH, President. 


SUPPLEMENTAL STATEMENT BY JOHN A. NORTH ON THE SUBJECT OF “UNLICENSED 
INSURERS” 


In order to improve the control or regulation of “unlicensed insurers”, I do 
not believe Federal legislation is necessary. The following suggestions are, 
therefore, recommended for application at the State level : 

By the term “unlicensed insurer’ we mean stock or mutual companies, recip- 
rocals, Lloyd’s, or cooperatives, which sell or transact an insurance contract 
directly, or through a representative, or by mail, but are not licensed to so act 
and do business in the State where the risk is located. Thus they do not pay 
State taxes and fees commensurate with the licensed insurers, and they are 
not subject to examination, rate and form filing requirements, deposits for 


protection of policyholders, nor can legal service be made on them or their agent 
by claimants. 
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Attempts have been made from time to time to regulate these practices end 
thus to avoid unfair discrimination and unfair competition which is engendered 
and, also, to collect taxes on premiums written. These previous attempts have 
not been very successful. ad 

A few States have adequate “surplus line” laws, but many do not. In some 
States they need to be strengthened and those witn none should enact one. 
There is a need at times for the exportation of insurance in cases where no 
jocal market exists or a very limited one. Licensed insurers do not object to 
such exportation when it is in accord with laws designed to afford the public 
a facility otherwise una vailable. 

It seems to me that, aside from surplus-line transactions, the real problem 
lies with direct solicitation by representative, or by mail, in competition with 
the licensed and regulated market. An approach to the policyholder or pur- 
chaser would soon correct this evil. It might be unpopular but it would accom- 
plish the purpose. — F ; : ; 

A purchaser of insurance from an unlicensed insurer covering the assured’s 
interest within a State would be required to report the transaction to the 
insurance department of the State where such interest was covered, whether it be 
property, liability, or other exposed risk. The report should give the basic sta- 
tistical information as—amount of insurance, rate, premium, dates, location and, 
also, the nature of coverage. This would enable the State to collect the tax 
and complete its statistical records. The penalty for not reporting could be 
made to fit the size or amount of the transaction. 


Ciry OF PHILADELPHIA, 
September 17, 1959. 
Hon. Estes KEFAUVER, 
US. Senate, 
Washington, D.C. 

My Dear SENATOR KEFAUVER: In accordance with your request made during 
the testimony of Philadelphia Fire Commissioner Frank L. McNamee before the 
Antitrust and Monopoly Subcommittee on August 13, 1959, I am happy to enclose 
copies of correspondence concerning the Classification of the city of Philadelphia 
by the National Board of Fire Underwriters and the city’s attempts to secure 
information concerning the basis for such classification during the year 1953. 

You will recall that during my appearance before your honorable committee 
I pointed out that the Middle Department of Fire Underwriters, the licensed 
rating bureau representing most fire insurance companies in the Commonwealth 
of Pennsylvania, took the position at the fire insurance rate hearings held in 
Pennsylvania early in 1959 that the city of Philadelphia was not an aggrieved 
party entitled to participate in the hearings. You will further recall that I 
stated that the city of Philadelphia had taken an appeal to the court of common 
pleas of Dauphin County from the adjudication of the insurance commissioner 
of Pennsylvania approving very substantial increases in fire insurance rates on 
residential and other properties in the city of Philadelphia. 

lenclose a copy of the motion to quash the appeal of the city of Philadelphia 
filed by the Middle Department Association of Fire Underwriters on the ground 
that the city of Philadelphia is not an aggrieved party in such proceedings under 
the law of Pennsylvania. 

My testimony and that of Fire Commissioner McNamee before your committee 
can best be summarized as an expression of our sincere view that it is important 
that the Congress, as a condition of permitting the States to continue to regulate 
fire insurance and granting the industry an exemption from the antitrust laws, 
require that State regulation meet minimum standards prescribed by the Congress. 

The McCarran-Ferguson Act granted these rights to the States and to the 
industry to the extent that the industry was regulated by State action. However, 
no standards were prescribed. It is my opinion that our experience and the 
hearings held by your subcommittee render it very clear indeed that as a condi- 
tion of the continuance of these exemptions adequate minimum standards must 
be prescribed and met. I should like to emphasize that among the minimum 
standards there should be a requirement that in any rate proceeding there must 
bea thorough examination into the expense side of the premium dollar and that 
the companies or the rating bureau be required to submit full detailed information 
concerning the expenses of the insurance companies. 
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In closing, I should like to commend you and your subcommittee fo 
portant work you are doing in this area. I have every confidence 
fully in the public interest and in the interest of the insur 

Kindest regards. 

Sincerely, 


r the jm. 


that it wil 
ance industry, e 


Davip Bercer, City Solicitor 


CITY OF PHILADELPHIA, 
LAW DEPARTMENT, 
Philadelphia, Pa., October 22, 1959 
Hon. Estes KEFAUVER, “rn 
U.S. Senate, 
Washington, D.C. 


DEAR SENATOR KEFAUVER: I regret that through inadvertence copies of the 
correspondence relating to the fire protection classification given the city of 
Philadelphia by the National Board of Fire Underwriters were not enclosed 
with my letter of September 17, 1959. These copies are enclosed. , 

I also enclose a copy of the motion to quash the appeal of the city of Phila- 
delphia from the adjudication of the insurance commissioner of Pennsylvania 
filed by the Middle Department Association of Fire Underwriters. You will note 
that the motion to quash is based upon the contention that under the laws of 
Pennsylvania, the city of Philadelphia should not be considered an aggrieved 
party and that it has no standing to participate in rate regulatory proceedings 
on behalf of its citizens. 

With sincere best wishes, I am, 

Very truly yours, 
Davip BERGER, City Solicitor, 


AvuGUST 21, 1959, 
To: Lee Anderson, Esq., deputy city solicitor. 


From: Commissioner Frank L McNamee, fire department. 
Subject : Copies of correspondence re NBFU deficiency points. 

I am enclosing herewith copies of correspondence as follows: 

1. Memorandum dated November 20, 1953, from the fire department to Robert 
K. Sawyer, managing director, concerning National Board of Fire Underwriters 
deficiency points, and call your attention particularly to the third paragraph 
which states: “We have gotten nothing at all from Mr. Goodhue since that 
meeting, but we have a meeting scheduled with him and Mr. Drum in our office 
next Monday, November 23 at 11 a.m., at which time we will insist upon getting 
all the deficiencies.” 

2. Copy of a letter from Managing Director Sawyer dated December 4, 1953, 
to Mr. Robert Goodhue of the Middle Department Association of Fire Under- 
writers, which states: “Frank McNamee told me he had recently requested a 
breakdown of the deficiency points from you, etc. * * *” Also, “It seems only 
proper that if we are charged with the deficiency points, the basis of these 
points should be made to us completely so that we can concentrate our efforts 
on corrections, which will relieve us of these deficiencies.” 

3. Memorandum dated June 9, 1954, from Chief Hink to Commissioner Mc- 
Namee, and we call your attention to next to the last paragraph, which states: 
“Mr. Goodhue promised that while on a visit to New York City this weekend, 
he will endeavor to have men assigned from the NBFU to visit licenses and 
inspections as well as this department, and after a study by these men he hopes 
to be in a position to submit a list of the 700 or more deficiency points broken 
down into various categories.” 

4. The next enclosure is dated December 15, 1954, and we refer you to the last 
paragraph on page 2 (a letter from Fire Commissioner McNamee to Robert 
Goodhue of the Middle Department Association of Fire Underwriters) which 
states: “When you were in last time you told me you would give me a copy of 
the deficiency points. I still haven’t received it. You know how interested we 
are in eliminating all deficiency points in toto, and we won't be able to do it 
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and unless you give them to us so that we know what they are. May I 


yotil : , ; ae be 
-o nave them so that we can get this underway, as our top project for 1955. 
pleas 


5, We are also enclosing copy of letter dated August 29, 1955, to Mr. Robert F. 
goodhue from Fire Commissioner Frank L. McNamee, which is self-explanatory. 
"gome time during the summer of 1955, as I recollect, we were supplied the 
ieficienCY points for the fire department only, through the managing director's 


ifice. ; s : 
fe the record, I would like to state that we immediately set out to cure all 


sthese deficiency points, and later in 1955 we very vigorously urged the NBFU 
return to Philadelphia to take a new look at the situation, since all the 
jeficiency points had been cured. ont 

We didn’t realize at that time how naive we were. But it didn't take us 
jong to become disillusioned. The NBFI totally ignored the previous list and 
farted on a new one, which has as one of its major points the fact that the 
ginch water mains had suddenly corroded to a point of now being only 4-inch 
gains. This served their purpose and enabled them to build up enough 
jefciency points to continue Philadelphia in class 3—not very rewarding for the 
goney and effort invested in the improvement of Philadelphia by all departments. 

FRANK L. MCNAMEE, 
Fire Commissioner. 


NATIONAL BOARD OF FIRE UNDERWRITERS—DEFICIENCY POINTS 


NOVEMBER 20, 1953. 
Wr. Robert K. Sawyer, managing director. 
(Commissioner Frank L. McNamee, fire department. 
I understand that you wanted a statement on our understanding of the 
rious points of deficiency as reported by the National Board of Fire Under- 
writers. 
At the meeting in your office I asked Mr. Goodhue to give me a complete state- 
sent of all of the deficiencies, not only of the fire department but of all 
jepartments involved, so that we might know not only what these deficiencies 
were, but be in a position to do something toward curing them. 
We have gotten nothing at all from Mr. Goodhue since that meeting, but we 
havea meeting scheduled with him and Mr. Drum in our office on next Monday. 
November 23, at 11 a.m., at which time we will insist upon getting all the 
ieiciencies. After we get these statements from Mr. Goodhue, we will be able 
prepare a statement to you of our understanding of the deficiencies. 

F.L.McN. 


DECEMBER 4, 1953. 
Mr. Ropsert W. Goopuvur, 
Middle Fire Department Association of Fire Underwriters, 
Philadelphia, Pa. 

Deak Bon: Frank McNamee told me that he had recently requested a break- 
down of the deficiency points from you, supplementing my request to you on 
the occasion of our meeting in my office on October 30, 1953, re supplemental 
report No. 170. 

Within the resources available to the city, we intend to make every possible 
dort to put Philadelphia in class 2 promptly and to continue striving to reach 
diss 1, It seems only proper that if we are charged with the deficiency points, 
the basis of establishing these points should be made known to us completely 
that we may concentrate our efforts on corrections which will relieve us of 
hese deficiencies. In fact, we are presently setting up a tickler system on the 
mttial information which we have obtained from you, but obviously the job 
tquires pretty complete information. 

I would greatly appreciate having this information at the very earliest date 
wthat we may give it our prompt attention. 

Sincerely, 
Rosert K. Sawyer, Vanaging Director. 
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MEMORANDUM 


C1Ty OF PHILADELPHIA, June 9, 1954 
To: Commissioner McNamee. ; 
From: Chief Hink. 


Subject: Meeting between chief of department and Mr. Robert F. Go 
chief engineer, Middle Department Association of 
Tuesday, June 8, 1954, 10 a.m. (daylight-saving time). 

We discussed the new book of rules and the enforcement of the rules, ] an 
sure Mr. Goodhue was convinced that the fire department is functioning in a well 
disciplined manner and that the department officials are constantly alert to the 
actions of the chief officers in particular. 

We discussed the proposed department plans of setting up instruction COUrses 
for prospective fire officers and for officers seeking promotion. 

We also discussed the new system of daily station exercises prescribed py 
the department, of 1 hour's duration, to be held at prescribed times, 4 

Also discussed was the text to be suggested as the material to be used in 
formulating the next examination for lieutenants. 

I feel as a result of our meeting that Mr. Goodhue is of the opinion that the 
fire department is doing a splendid job, that we are continually progressing, that 
the fire and water losses are being considerably reduced and that the depart- 
ment officials are open to any constructive criticism or suggestions which Will 
aid us in making a still better department. 

Mr. Goodhue promised that while on a visit to New York City this weekend 
he will endeavor to have men assigned from the National Board of Fire Under. 
writers to visit L. and IL. as well as this department, and after a study by these 
men he hopes to be in a position to submit a list of the 700 or more deficiency 
points, broken down into various categories. c 

I am very happy to report that this meeting has resulted in a closer relation. 
ship between the local underwriters and the fire department. 


c Odhue. 
Fire | nderwriters 


G. E. H. 


DECEMBER 15, 1954. 
Mr. Rosert W. Goopuve, 


Middle Fire Department Association of Fire Underwriters, 
Philadelphia, Pa. 


DEAR Mr. GoopHveE: This morning at a meeting with the personnel officer, 
Charles Agre, Deputy Commissioner George E. Hink, and Lt. Joseph Gindel, 
we discussed the manning table for the Philadelphia Fire Department for 1955. 

Your 1949 report, No. 170, which specifies the manpower required in the various 
companies is, of course, now 5 years old and understandably is not a true pie 
ture of some neighborhoods which have materially changed in that space of 
time. According to the best information of the experienced men in the fire 
department, they concluded that ladder No. 1 should be increased to a seven-man 
company even though it was not suggested in the 1949 report. 

After taking into consideration all the suggestions contained in your report, 
as well as all the suggestions in the report of the Pennsylvania Economy League 
which was made by Mr. Pickup, the fire department established 15 engine com- 
panies with a quota of seven men, where your 1949 report suggested 24. Also, 
we established 10 ladder companies as seven-men companies, while your report 
had suggested 14. For instance, in engine company No. 25 where your report 
suggested seven men, because this is located in a mill district, Deputy Commis- 
sioner Hink spent 12 years in that battalion, and from his intimate knowledge 
of that entire district he considers six men in engine company No. 25 wholly 
adequate. Also, his experience in the district covered by ladder No. 1 results 
in his concluding that ladder No. 1 should be a seven-man company instead of 
six men, as you suggest. 

Keep in mind thyt under the present regulations, we actually have the work- 
ing quota on duty. Errands and carrying reports have been eliminated and 
leaves by the company officers have been eliminated, so that today the extra 
man is not absent from the station. 
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Chief Hink, however, will be very happy to discuss this or any other phase 
of the manpower subject further with you, if you choose. 

When you were in last time you told me that you would give me a copy of 
the deficiency points. IT still haven't received it. You know how interested we 
are in eliminating all deficiency points in toto, but we won't be able to do it until 
and unless you give them to us SO that we know what they are. May I please 
pave them so that we can get this underway as our top project for 1955. 

With best regards, 

Sincerely yours, 
FRANK L. MCNAMEE, Fire Commissioner. 


CITY OF PHILADELPHIA, 
FIRE DEPARTMENT, 
Philadelphia, Pa., August 29, 1955. 
Mr. Ropert F. GOODHUE, 
Superintendent, Middle Department, Board of Fire Undericriters, 
Philadelphia, Pa. 

Deak Mr. GoopHUE: On August 17, 1955, I wrote you a letter advising that 
you were mistaken when you made the statement at a recent meeting in Man- 
aging Director Northrop’s office that Philadelphia went into class 3 in 1952 as 
the result of a 1951 survey. 

I have checked back the records and refer you to a meeting held in Managing 
Director Sawyer's office at 2 o’clock on Thursday, June 4, 1953, which you at- 
tended. That meeting was held for the purpose of considering reclassifying 
Philadelphia from class 4 to class 3 or higher. In September 1953, a supple- 
mentary report was made by the National Board of Fire Underwriters, which 
reported on the water supply, the fire department, the fire alarm system, build- 
ing department, and fire prevention. That report was made by Engineer Donald 
L. Drumm in June 1953. 

On Friday, October 30, 1953, Managing Director Sawyer announced that the 
city’s fire protection rating had been raised from class 4 to class 3 by the Na- 
tional Board of Fire Underwriters, as a result of the above-mentioned survey. 
A further report from that meeting states: “At the same time, Mr. Sawyer 
pointed out that as a result of the meeting, a reconsideration of the deficiency 
points was agreed upon by the middle department representative, and there was 
every indication that Philadelphia should be raised to class 2 at this time. I 
making up the statistical report, certain items had been overlooked and it was 
expected that within a few days these adjustments will be made, and as a result 
Philadelphia will be reclassified to class 2.” 

Almost 2 years later than that (August 1955) we are still trying to get into 
class 2, whereas we expected by this time to be in class 1. 

I will be glad to hear from you if you find any discrepancies in this record. 

Sincerely yours, 
FRANK L. MCNAMEER, Fire Commissioner. 


TRI-STATE INSURANCE AGENCY, 
Angola, Ind., September 14, 1959. 
Re Senate subcommittee antitrust hearing. 
Mr. Davip Bercer, 
Solicitor, City of Philadelphia, 
Philadelphia, Pa. 
Dear Mr. Bercer: Just read about your testimony in the September 11 issue 
of the National Underwriter. 
I wish to offer to you my congratulations for the forthright manner in which 
you stated the case for revisions in the ratemaking procedures. 
In addition to those named (Middle Department National Board, Mr. Berger) 
as having no confidence in company statistics, please add me. 
Thanks for making this extra effort. 
Sincerely yours, 
GILLIS PILLIOp. 


47932 O—60 pt. 8 18 
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SEPTEMBER 16, 1959, 


Mr. GILuis PILLIop, 
Angola, Ind. 


DEAR Mr. PILuiop: I appreciate very much your kind letter dated September 14 
We will certainly continue to do what we believe to be correct in the insurance 
matter. 
Sincerely, 


Davin BERGER, City Solicitor 


In THE CouRT OF COMMON PLEAS OF DAUPHIN CouNTY 
(No. 309 Commonwealth Docket, 1959) 


Insurance Department of the Commonwealth of Pennsylvania and Frangig R 
Smith, Insurance Commissioner of Commonwealth of Pennsylvania y. City 
of Philadelphia, Appellant 


MOTION TO QUASH 


And now, the Middle Department Association of Fire Underwriters, party ap- 
pellee in the above-entitled appeal, by its attorneys, Arthur Littleton, Bsq., and 
John A. Skelton, Esq., moves the Court to quash the appeal for the following 
reasons : 

1. Section 16(c) of the Fire, Marine, and Inland Marine Rate Regulatory Act. 
June 11, 1947, Public Law 551, 40 PS §1236(c) requires that a person must be 
aggrieved by an adjudication of the Insurance Commissioner in order to haye 
the right to appeal from such adjudication to the Court of Common Pleas of 
Dauphin County. 

2. Section 41 of the Administrative Agency Law, June 4, 1945, Public Law 1388, 
71 PS § 1710.41, incorporated by reference in the aforesaid section 16(c) of the 
Fire, Marine, and Inland Marine Rate Regulatory Act, requires that a person 
must be aggrieved by and have a direct interest in an adjudication in order 
to have the right to appeal therefrom. 

3. The city of Philadelphia is not aggrieved by the adjudication of the In- 
surance Commissioner made on June 5, 1959, nor does it have a direct interest 
therein, in that: 

a. The city of Philadelphia does not pay the premiums on any fire insurance 
policy for which the Insurance Commissioner’s Adjudication appproves an in- 
crease in premium rates, the premiums payable on all fire insurance policies on 
which the city pays the premium being either unchanged or decreased by the 
Adjudication. 

b. The city of Philadelphia’s expenditures for fire prevention are made for 
public safety and welfare and are not even remotely affected by an Adjudica- 
tion approving increases and decreases in fire insurance premium rates. 

ec. The city of Philadelphia, as a representative of its citizens, is not a “per- 
son aggrieved” by the Insurance Commissioner’s Adjudication, particularly 
where many City residents would be adversely affected by reversal of an Ad- 
judication which approves decreases in fire insurance premium rates for some 
and requires no change for others, including 90% of the single family owner 
occupied dwellings. 

Wherefore, Apellee, the Middle Department Association of Fire Underwriters, 
moves this Honorable Court to quash the appeal. 


JOHN A. SKELTON, Esgq., 
General Counsel for Appellee, 
the Middle Department Association of Fire Underwriters. 
ARTHUR LITTLETON, Esq., 
Npecial Counsel for Appellee, 
the Middle Department Association of Fire Underwriters. 
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ReroRE THE INSURANCE DEPARTMENT OF PENNSYLVANIA RE PENNSYLVANIA FYRE 
RATE ADJUSTMENT CONSECUTIVE FILING No. 1538 


giEF OF THE CITY OF PHILADELPHIA CONTRA PENNSYLVANIA FIRE RATE ADJUSTMENT 
F CONSECUTIVE FILING NO. 153 


I. HISTORY OF THE CASE 


Under date of September 17, 1958, the Middle Department Association of Fire 
tnderwriters (hereinafter referred to as the filer ) filed with the Insurance De- 
nartment of the Commonwealth of Pennsylvania, Pennsylvania Fire Rate Ad- 
justment Consecutive Filing No. 153 (hereinafter referred to as the filing) under 
the Fire, Marine. and Inland Marine Rate Regulatory Act of June 11, 1947, 
Publie Law 551, 40 PS. section 1221, et seq. (hereinafter referred to as the Rate 
Regulatory Act). The filing was made on behalf of some 280 members, 68 sub- 
gribers, and 12 partial subscribers of the filer, including both stock and mutual 
fre insurance Companies. The filing proposed increases and decreases in fire 
insurance rates in Pennsylvania on a statewide basis and within particular 
wnes. The proposed rate changes would apply to peril 10 (property damage) 
and peril 11 (time element) coverages. The filing further proposed to revise 
the rates in zone 4, Philadelphia, for dwellings and dwelling contents based 
apon whether the dwelling was owner or tenant occupied, the number of fami- 
lies occupying the dwelling, and whether the property was located in an A or 
aBarea. Insurance Commissioner Francis R. Smith (hereinafter referred to 
as the insurance commissioner) permitted the filing to become effective on 
Qetober 17, 1958, by lapse of time under section 4(d) of the Rate Regulatory 
Act, On October 18, 1958, the insurance Commissioner received a complaint 
fom the city of Philadelphia claiming to be aggrieved by the action of the in- 
girance commissioner, requesting suspension of the rates provided by the filing 
and applying for a public hearing under section 16(a) of the Rate Regulatory 
Act. 

On October 18, 1958, the insurance Commissioner suspended the date of the 
fling in order that hearings might be granted to aggrieved parties filing com- 
plaints. Subsequently, the insurance commissioner received a complaint from 
the city of Pittsburgh also claiming to be aggrieved. 

On December 10, 1958, the insurance commissioner ordered that public hear- 
ings be held with respect to the filing in the cities of Philadelphia and Pittsburgh 
ommencing January 5, 1959, at which time he would consider 

1. Complaints of the city of Philadelphia made October 18, 1958, to afore- 
mentioned filing 

2. The complaint of the city of Pittsburgh made October 24, 1958, to the 
aforementioned filing. 

3. Whether the rates are excessive, inadequate or unfairly discriminatory. 

4. Whether due consideration has been given to past and prospective loss 
experience Within and outside this Commonwealth, to physical hazards, to 
safety and loss prevention factors, to underwriting practice and judgment 
to the extent appropriate, to the conflagration and catastrophe hazards, to 
areasonable margin for underwriting profit and contingencies, to dividends, 
savings Or unabsorbed premium deposits allowed or returned by insurers 
to their policyholders, members or subscribers, to past and prospective 
expenses both countrywide and those specifically applicable to this Common- 
wealth. 

5. Any other matters which may under the law be reviewed. 

Public hearings were held before the insurance commissioner in Philadelphia 
from January 5 to January &, 1959, and from January 26 to January 29, 1959, 
indin Pittsburgh on February 3 and 4, 1959. 

Appearances were entered by counsel on behalf of the filer, and city of Phila- 
delphia, the city of Pittsburgh, the city of Scranton and the Council of Phila- 
delphia Realty Boards. Counsel for the filer and the cities of Philadelphia and 
Pittsburgh participated in the presentation of evidence and the examination 
and cross-examination of witnesses. 

At the opening of the hearings, the city of Philadelphia filed its motion to dis- 
approve and reject the filing upon the grounds, inter alia, that the filing— 
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(a) Did not contain sufficient and adequate information as to 
prospective expenses, both countrywide and those specially applic 
Commonwealth. 

(b) The proposed rates were not based on a reasonable m: 
writing profit and contingencies. 

(c) And it did not contain adequate support for the establishment and 
maintenance of geographic zones. 

The motion was denied without prejudice to its renewal at a later date. The 
motion to disapprove and reject was renewed at the close of the public hearings 

The filer objected to the participation by the cities of Philadelphia anq Pitts. 
burgh in the hearing on the ground that they were not aggrieved parties, The 
insurance commissioner overruled this motion and permitted the cities of p 
burgh and Philadelphia to participate. 

The filer also objected to the conduct of the hearing under section 16(a) of the 
Rate Regulatory Act, contending that the proceedings should be under section 
5(b) of the act. This objection was overruled. 


past and 
able to this 


irgin for under. 


itts- 


II. PROPOSED FINDINGS OF FACT 


1. The Middle Department Association of Fire Underwriters is a duly licensed 
rating organization as provided in section 6 of the Rate Regulatory Act, 

2. The filing relates only to fire insurance rates. 

3. The city of Philadelphia is a named insured under various policies of fire 
insurance on municipally owned buildings in the possession of tenants (Phila. 
delphia exhibits 1 and 20). 

4. The premiums on these policies are paid by the tenants of the city of 
Philadelphia and serve to reduce the rental payments to the city of Philadelphia 
by these tenants (n.t. 55-56, 78-79, 874-875). 

5. The rates on the renewal of these policies would be affected by the filing, 
including increases and decreases. 

6. The city of Philadelphia maintains complete data and statistics on mui- 
cipal activities involving past and future programs of water supply, inspection 
of buildings for fire hazards, enforcement of regulatory ordinances of the city 
of Philadelphia as they relate to fire hazards, firefighting, and redevelopment 
and improvement of areas of the city containing fire hazards. 

7. The foregoing programs substantially affect past and prospective loss ex- 
perience, physical hazards, and safety and loss prevention in the city of Phila- 
delphia. 

8. The filing is applicable to major peril 10 (property damage) and peril 11 
(time element) coverages (filing, p. 1). 

9. The filing does not contain separate premium loss or expense figures for 
peril 11, nor does the filing contain the present or proposed rates for peril 11 
(n.t. 128-130) ; and the experience on peril 11 is not available on a classified 
basis (n.t. 126). 

10. The average loss ratio for the 5-year period 1952 through 1956 for neril 11 
in Pennsylvania is 58.6 percent, which exceeds the loss ratio for the same 
period for peril 10 (n.t. 1385). These statistics represent only the experience of 
stock companies (n.t. 140). 

11. This filing is based upon a compliation of premium and loss statistics 
prepared by the filer from statistics received from the Actuarial Bureau of the 
National Board of Fire Underwriters (hereinafter referred to as the national 
board), the Mutual Insurance Advisory Association, the National Association of 
Independent Insurers, and from annual statements filed by nonmember companies 
with the Insurance Department of Pennsylvania (filing, p. 1). 

12. The actuarial bureau of the national board is a statistical agent accredited 
by the Insurance Department of Pennsylvania to compile the statistical exper- 
ience of members and reporting companies. Only stock companies are members 
of and report to the national board (n.t. 188). 

13. The filer accepts the figures of the national board without further study 
or audit (n.t. 154, 234). : 

14. The National board does not audit or verify any of the statistics it receives 
from its members and subscribers on premiums, losses, and expenses, except 
when they contain obvious errors, in which case inquiry is made of the reporting 
company. The replies of the reporting companies are accepted as given (n.t. 
520-530, 560—563 ). 

15. The statistics on overall statewide premiums and losses contained in the 
filing covered the period from 1952 through 1957 (filing exhibits A, B, and (). 
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The statistics on classified and zone premiums and losses contained in the filing 
covered the period from 1952 through 1957. 

16. At the public hearing the filer presented premium and loss statistics on a 
classified and zoned basis for the year 1957, but these statistics would require 
no material changes in the proposed adjustments (n.t. 437) 

17. Mutual insurance companies do not maintain statistics on a zone basis 
nt. 248). 

18. The filer has included mutual experience in exhibit E of the filing, contain- 
ing the experience from 12 through 1956 by groups and zones, by apportioning 
mutual experience of premiums and losses in the same ratio as the stock com- 
pany experience (n.t. 248-251). 

19. As of May 1, 1954, there was an average rate reduction of 8.7 percent, and 
in 1957 there was a revised termed discount which resulted in an approximate 
increase of 6.8 percent (filing, p. 4). 

90, The filing makes an adjustment for rate reduction for the years 1952, 1953, 
and 1954, but the adjustment for the rate increase in 1957 is only 3.4 percent 
(fling, p. 4; n.t 640). The increase resulting from the reduction in the term 
discount will be in effect indefinitely (n.t. 644) and will be on top of the full 
increase granted in 1957 (n.t. 650-651). 

91, Sixty-four members and subscribers of the filer deviate downward on 
rates from the rates of the filer (n.t. 103). The great majority of the deviating 
companies are the mutuals, and their deviations usually are about 20 percent 
(n.t. 618). 

2» The filer does not control deviations by its members or subscribers 
(nt. 101). 

93, Mutual insurance companies write about 17.2 percent of the insurance busi- 
ness in the State and about 9.2 percent of the business in Philadelphia (n.t. 505). 

94, The mutual premium statistics incorporated in the filing (filing exhibits B, 
(,D, and E) were not adjusted to the current rates of the filer (n.t. 238-617). 

95, When insurance premiums are received an unearned premium reserve is 
established as part of the general funds of the company (n.t. 788-789, 792). 
Approximately 25 percent of premium income is on 1-year policies, 75 percent 
on 3- and 5-year policies (n.t. 793). 

%. The unearned premium reserve is considered as among the funds available 
tothe companies for investment. However, the filing does not reflect any earn- 
ings on the unearned premium reserve (n.t. 792). 

27. Modern accounting practices contemplate recording of profit and loss on an 
accrued basis (n.t. 355). 

28, Commissions are not carried on the books on an accrued basis but are 
charged off in their entirety in the year in which the policy is written (n.t. 791). 

2%. The Pennsylvania aggregate experience of annual premiums and losses 
for stock companies contained in exhibit A of the filing has been weighted at the 
rate of 10 percent for each of the years 1952, 1953, and 1954 at the rate of 15 
percent for 1955, 25 percent for 1956 and 30 percent for 1957. 

30. The Pennsylvania aggregate fire experience for mutual companies con- 
tained in exhibit B is not weighted. The Pennsylvania aggregate experience of 
stock and mutual companies combined contained in exhibit C of the filing has 
been weighted on the same basis as the stock company experience contained in 
exhibit A. The unweighted average loss ratio including loss adjustment expense 
of 3.4 percent is 48.3 percent while the weighted average loss ratio is 46.3 per- 
cent which together with a ratio of loss adjustment expenses of 3.4 percent 
demonstrate an aggregate loss ratio of 49.4 percent (filing exhibit C). 

31. If weighting were not used, the average loss ratio would be 1.7 percent less 
and it would make a difference in the amount of adjustment on zoned classifica- 
tions (n.t. 613, 614). 

82. Weighting has not previously been been used in filing and it was used in 
this filing because it was recommended by the Eastern Underwriters Association 
which received them from the interregional conference (n.t. 612). 

33. The weighting and the 1957 experience factors were applied on an average 
basis, If applied to specific classes and zones it might result in different ad- 
jistments than set forth in the filing (n.t. 667). 

34. The expense statistics contained in the filing were secured by the filer from 
the getuarial bureau of the national board (n.t. 340). Such statistics represent 
only the experience of stock companies (filing, p. 4, n.t. 358-359). 

35. The rate adjustments proposed in the filing are based upon expense 
“atisties and ratios for stock companies for the year 1956 only and were fur- 
tished by the national board (filing p. 4; n.t. 362-368). 
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36. The filing contains total expense data of stock companies allocabl 
Pennsylvania as reported by the national board for Pennsylvania but eine 2 
ine , ° - , » coi s aia ’ S not 
include any breakdown by classifications of expense (filing p. 3, 4). 

BT. The filer made repeated efforts to secure a breakdown Of expenses py 
classifications from the national board because it believed the expelise elements 
Rees be shown (n.t. 366, 368, 369, 401, 402, 411-413; filer’s exhibits 9, 10, 11 i 

3). we ca 

38. The national board consistently refused to furnish a breakdown of 
data allocable to Pennsylvania on the ground that such expense data was mis. 
leading (n.t. 157) and that “the scheduled totals reported to the national board d 
not completely represent the titles given to them” (filer’s exhibit 13; nt. 156-162), 

39. The national board has prescribed a statistical plan for the breakdown of 
expenses by which its members and subscribers report expense data to them a 
a National and State basis but the national board does not prescribe any in- 
structions with regard to the assignment of expense amounts to any given 
category (filer’s exhibit 13); and the statistical plan for expenses was hot 
intended to produce reliable figures for the various categories of expense (filer’s 
exhibit 10; n.t. 173, 177, Philadelphia exhibit No.3). ; 

40. The head of the actuarial bureau of the national board appeared at the 
hearings and presented a breakdown of expenses in Pennsylvania compiled by 
the board (n.t. 508, et seq. ; 980, et seq.). ; 

41. The breakdown of expenses presented by the national board contained a 
direct allocation of 70 percent of the expenses to Pennsylvania, 30 percent of 
the expenses are not reported by State. They are allocated to States in propor- 
tion of premiums (Comm. exhibit 1l—a;: n.t. 552, 554). 

42. The national board does not know whether reporting, companies follow 
uniform methods of separating expenses with respect to each line, nor whether 
they follow reporting instructions (n.t. 559). 

43. The breakdown of expenses by individual classifications as compiled by 
the national board are of doubtful value and unreliable and no confidence can 
be placed in them (n.t. 571, 1007; filer’s exhibits 10, 11, 13). 

44. The filer attempted to secure its own breakdown of expenses of its mem- 
bers and subscribers by circulating a questionnaire (filer’s exhibit 4, n.t, 199 
200). 

45. The said survey called for a report on the following four items of expense: 

1. Direct commissions and brokerage. 

2. Direct loss adjustment expense. 

3. Direct taxes, licenses, and fees. 

4. Board and bureau at State level (filer’s exhibit 4, n.t. 369). 

46. Two hundred thirty-five stock companies out of a total of 260 stock 
company members and subscribers representing approximately 90 percent of the 
total direct written premiums of all subscribers replied. The filer determined 
the administrative and general expenses applicable to such companies by apply- 
ing the ratio reported in the nationwide expense exhibits of the national board 
(filer’s exhibit 5; n.t. 370). 

47. The filer received reports from 81 mutual companies out of a total of % 
mutual companies and subscribers representing 91.7 percent of all mutual com- 
pany premiums. 

48. The said expense information developed by the filer was not included in 
the filing and was not presented at the hearing until it was requested to do so by 
the city of Philadelphia and the insurance commissioner. 

49. The filer did not verify or audit the figures furnished to it by its members 
and subscribers relating to the classification of expenses (n.t. 487). 

50. In rechecking the statistics furnished by nine stock companies with ex- 
treme ratios of commission expense, the filer found that there were substantial 
errors in eight of them. In rechecking the figures submitted by nine mutual 
companies with extreme ratios of commission expense it was found that seven 
contained substantial errors (n.t. 475-478). y 

51. These errors were due to mistakes in reporting by the companies and in 
tabulating by the filer (n.t. 475-478). : 

52. There was no evidence that the filer had rechecked or verified the statis- 
tics furnished by the other companies and the filer had previously decided that 
the figures should not be used and the filer made no effort to audit or confirm 
(n.t. 487). : 

53. The figure of 3.4 percent for loss adjustment expense contained in the 
filing (p. 4) is the nationwide rate for stock companies (n.t. 624, 625). The 
national loss adjustment expense for mutual companies is 2.7 percent (nt. 
627). 
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4. Direct commissions paid for the aequisition of fire insurance by stock com- 
nies were reported as varying from 20 to 38.6 percent among members and 
Mpecribers of filer who replied to the filer’s questionnaire on the subject (filer’s 
a ibit 7a). The direct commissions paid by mutual companies who are members 
o subscribers of the filer ranged from 16.5 to 37.8 percent (filer’s exhibit 


* The commissions of mutual companies are reported to be generally lower 
than those of stock company. Some mutuals write through payroll employees 
rather than agents while stock companies generally use agents, although at least 
ne stock Company does not use agents. The acquisition costs of the stock com- 
pany not using agents is lower than companies writing through agents (n.t. 
4 5). In some cases a company might pay a higher commission to secure 

sofitable business than it normally pays (n.t. 797.798). 

5g. Commission rates vary in the city of Philadelphia and depend on area. The 
rate may be 20, 25, or 30 percent. The distinction is historical and is supposedly 
hased on attractiveness of business and competitive considerations ( n.t. 795, 796). 

57. In addition to direct commissions, agents may also receive contingent com- 
missions and such arrangements are generally granted in Philadelphia by most 
ampanies to Most agents (n.t. 771, 772). The purpose of contingent commis- 
sons is to provide a special incentive to agents to engage in a high degree of 
lection on behalf of the company to make the loss experience of the agent as 
favorable as possible (n.t. 772). 

58. The average rate of contingent commission is 10 percent, but some com- 
panies pay 15 percent. The maximum which an agent on a 10 percent con- 
tingency could receive would be 5 percent of premium and for one on a 15 percent 
contingency it would be proportionately higher (n.t. 774). 

59. The filer determined that the adjusted weighted loss ratio was 49.7 percent 
including 3.4 percent for loss adjustment expense which when added to the 
expense ratio of 44.6 percent for 1956 (48 percent less 3.4 percent for loss 
adjustment expense) aggregated 94.3 percent of earned premiums, leaving 5.7 
percent as the indicated underwriting profit factor on a statewide basis (n.t. 352). 
Therefore, the filer concluded that no adjustment of the average statewide rate 
level was indicated (filing p. 5; n.t. 345). 

60. In determining whether an adjustment should be made for individual 
dasses or Class groups or zones the filer shifted from an overall statewide 
weighted loss ratio of 50 percent for the 6 years 1952 through 1956 with a 
2 percent tolerance either way, to an unweighted average loss experience ratio 
of 47 percent for the 5 years 1952 through 1956 with a 4 percent tolerance either 
way. If the same factors applied to the overall statewide average were applied 
tothe individual classifications and zones, the loss experience ratio would increase 
by 2 percent for weighting and 3 percent by adding the 1957 experience (n.t. 
(60-865 ) . 

61. The proposed adjustment of rates on a statewide basis after offsetting all 
premium increases and reductions proposed by the filing, amounts to an annual 
increase of $36,000 (filing exhibit I, p. 41; n.t. 437). 

§2. The proposed adjustment of zone rates in zone 4 (Philadelphia) would 
result in a net increase of $1,930,000 annually (filing exhibit 1; n.t. 1053). 

63. The national board for statistical purposes has established 115 occupancy 
dassifieations of property for use in establishing fire rates (n.t. 256-257). 

(4. The experience in the 115 classifications has been consolidated into 4% 
groups in both the zoned and statewide classifications (n.t. 256). 

#5. The groups made by the filer differ substantially from the classifications 
recommended by the national board and if the national board classifications 
had been used the loss ratios contained in the filing would be substantially 


different (n.t. 256-257 ). 

6. The groups were prepared by the filer for the purposes of this filing but 
ihe filer has no intention of being confined to these groups in future filings 
(nt. 270). 

7. In making adjustments for individual groups of classifications and zones 
the filer used a guiding scale which used loss ratios by groups. Adjustments 
were made within a range of 10 percent to a maximum of 30 percent. The 
suiding Scale used the average unweighted loss ratios for groups of classifica- 
lions and zones for 1952 through 1956, with a loss ratio breaking point of 47 
percent and no adjustments being made unless the individual experience varied 
{points up or down from 47 percent (n.t. 422, 425, 593). 

8. The filing groups under item 65, sprinklered risks, six broad categories 
including manufacturing and nonmanufacturing divided among buildings, con- 
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tents and buildings, and contents (n.t. 460-704). All sprinkled buildings app 
included in item 65 regardless of type, although there are extremely diverse 
fire hazards (n.t. 702-703). 

69. Various classes of sprinkled buildings are considered in separate Classes 
for rating purposes. The 20 percent increase proposed by the filing for this 
item is only an average increase and each group of buildings would be separately 
evaluated to determine the amount of the increase. Some buildings would get 
no increases and others would get a larger increase than 20 percent, The indi- 
vidual rate adjustments would not be submitted to the insurance commissioner 
for approval before becoming effective. The distributions of the 20 percent 
rate increases among the risks included in item 65 would be distributed in accord- 
ance with the filer’s best judgment (n.t. 705-711). 

70. The filer, for rating purposes on certain Classifications on dwellings and 
mercantile classes (n.t. 273) has established five geographical zones in Pennsy)- 
vania. Philadelphia is Zone 4 (filing, exhibit FE). , 
71. The basis for the particular zone is essentially historic (n.t. 426), The 
zones are based on similarity of loss experience and not on similarity of 
neighborhoods and buildings. They do not exist on the basis of nature of risk 
but on the basis of loss experience (n.t. 754-758). 

72. The filer has made no study to review the validity of zone boundaries 
(n.t. 758). 

73. Twenty of the classifications are on a zoned basis and the filer hag ¢ 
piled these into six groups as follows: 

Group 1, household furniture and contents. 

Group 2, dwellings, and dwellings and contents in single policies, 

Group 3, apartments. 

Group 4, small stores and dwellings. 

Group 5, mercantile buildings. 

Group 6, mercantile stocks. 

74. The filing proposes to increase rates on dwellings and dwelling contents 
in Philadelphia an average of 20 percent (filing pp. 36-38). 

75. The proposed adjustment on dwellings and contents in Philadelphia is 
based in part upon whether the dwelling is located in an A area or a B area 
as set forth in the map (filer’s exhibit 19) attached to the filing. The B areas 
are based upon the record of the Philadelphia Fire Department as having the 
largest number of fires (n.t. 446—448, 676, 678, 679). 

76. The filing further proposes to adjust rates on dwellings and dwelling con- 
tents in Philadelphia based on whether the dwelling is owner or tenant occupied 
and the number of families occupying the dwelling from one to four (filing pp. 
36-38 ; n.t. 444). 

77. The purpose of the proposed dwelling and content adjustments in Phila- 
delphia is to increase rates in areas and for types of occupancies having a higher 
rate of fire frequency (n.t. 444). 

78. The filer has kept a record for the last 6 months of the numbers of fires 
in B areas but has no statistics on the fire losses in those areas (n.t. 446, 684, 
685). 

79. The filer has no statistics on the accuracy of the rates proposed for the 
various subclassifications on dwellings and contents in Philadelphia and it does 
not plan to maintain any statistics to determine the validity of the rates (nt. 
682). 

80. The filer concluded that an overall increase in the rates for dwellings 
and dwelling contents in Philadelphia was necessary and the rates established 
in Philadelphia by area, nature of occupancy was to distribute the increase to 
produce an overall increase of 20 percent (n.t. 680,681). 

81. The only dwellings and dwelling contents which will not be covered by 
the rates for B areas in Philadelphia will be modern redevelopment projects 
under housing authority control and supervision (n.t. 450, 690, 691). 

82. Improvements made by individual owners or groups of owners to reduce 
fire hazards would not qualify for lower rates individually no matter how great 
these improvements were (n.t. 691, 692). 

83. If individual properties were inspected for the incidence of fire hazard 
conditions it would furnish a better means of relating risk to premium than by 
the classification of all properties in a particular area as being high risk 
properties (n.t. 801). , 

84. A group of mutual insurance companies operates a nonprofit inspection 
service which inspects all risks written and many stock companies subseribe to 
a local inspection service which inspects properties. These inspections include 
residential properties and include fire prevention work (n.t. 806-808). 
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95, The 5-year premium on an average dwelling in Philadelphia would be $28. 
In about 70 to 80 percent of the cases, the insurance includes extended coverage 
on which the combination premium would be $56 or more (n.t. 116, 802, 808). 
pxtended coverage Is written only with a fire policy and the respective cover- 
wes are marketed together (n.t. 115-117). 

9g. The filing is passed upon the allowance of a 6-percent underwriting profit 
(fling, p. 3). This factor, however, is actually 5 percent for profit and 1 
percent for a catastrophe reserve ( n.t. S84). 

97, The actual profits of stock insurance companies in the last 10 years are 
unknown by the filer (n.t. 655). 

98, The filer has no information on what the 5-percent profit formula would 
rield on invested capital (n.t. 656). 

"99, The filer does not know if a special reserve fund for a catastrophe is 
established by the insurance companies (n.t. 588). 

90, The filer concluded that no statewide average rate level adjustments would 
he made or required if the profit factor were as low as 4 percent or as bigh as 
g percent (n.t. OS!). 

9}, The Rate Regulatory Act does not specify any particular amount for 
uderwriting profit and the profit rate to be allowed by the insurance commis- 
sioner is Within his discretion (n.t. 654). 

92. The fire department has been engaged in energetic programs since 1952 
ty improve firefighting equipment, to train firemen, to improve the physical 
fitness of firemen, to rebuild and relocate fire stations, together with vigorous 
programs of fire prevention and the elimination of fire hazards. New and better 
firefighting equipment has been purchased, including high-pressure fog apparatus 
which extinguishes fires quicker with less damage, a giant deluge used in 
major fires, self-contained breathing apparatus which all firemen must wear 
which eliminates collapse from smoke inhalation, a program of rigid examina- 
tions which insures firemen being physically fit at all times for firefighting 
duties, and an expanded training program. The fire department has engaged 
in an extensive building-inspection program under which fire hazards are noted 
and the firemen become acquainted with the building layout, which improves 
their ability to fight fires if any occur. These inspections reached the rate of 
6,800 in 1957 and the program is being expanded. The fire department con- 
ducts a continuous public relations program on fire prevention, cooperating with 
the schools, the Chamber of Commerce of Philadelphia, and other agencies. 
Fifteen new fire stations have been built since 1952, costing some $3,837,000; 
four new stations are scheduled for 1959 and one for 1960, aggregating some 
§2118,000. The total building fires in Philadelphia declined from 6,686 in 
192 to 5,825 in 1958. The fire department makes a careful inspection of causes 
of fire where arson is suspected and vigorously prosecutes all such cases. 
Annual appropriations to the fire department, exclusive from capital expendi- 
tures, were $13,170,000 in 1952, $15,854,000 in 1959 (n.t. 287-326). The Chamber 
of Commerce of the City of Philadelphia has energetically supported the fire 
department and the department of licenses and inspections in connection with 
fire prevention, fire protection, and elimination of fire hazards. Hearings were 
conducted by the committee on public safety in 1957, and recommendations 
intensifying the fire-prevention program included an expanded inspection pro- 
gram especially in the fire belt area, enactment of legislation requiring fire- 
extinguishing equipment, metal ladders, and adequate fire alarm systems in 
apartment buildings and imposing liability on tenants to maintain their apart- 
ments free of rubbish (n.t. 851-858), and amendment to the fire code to require 
grinklers in all commercial and industrial structures and in all basements over 
2500 square feet in area (n.t. 834). 

%. The city of Philadelphia furnishes fire protection outside the city of 
Philadelphia when it is needed (n.t. 310-311) 

4%. The Department of Licenses and Inspections of the city of Philadelphia 
passes On all plans for new construction, enforces the fire code and plumbing 
electrical and zoning regulations. It inspects residential and commercial prop- 
erties, schools and other bvildings and engages in regularly scheduled area in- 
section programs (n.t. 831-832). The annual appropriations to the department 
increased from $1,870,000 in 1953 to $2,155,000 in 1959 (n.t. 833-834). There 
are 129 fire inspectors, including 10 who specialize in commercial and industrial 
ecupancies (n.t. 8385). Inspection files are being compiled on every property 
inthe city (n.t. 887). The issuance of violation notices has been mechanized 
(it. 8388). The department has embarked on a program of house-to-house 
imspections covering 339,795 structures lying in the older part of the city. About 
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1,450 properties were demolished in 1958. Meetings are being held with safety 
engineers of larger establishments, all schools have just been thoroughly in. 
spected and there is a vigorous program of fire-code enforcement (n.t. 835. 
S46). 

95. The completed and programed work of the water department related to 
fire protection from 1950 through 1962 amounts to $94,204,000. This includes 
work in progress in 1958 and planned for 1959 and 1960, amounting to $33,945,999 
and $12,322,000 for 1961 and 1962. The work includes water-main construction 
and cleaning, installation and maintenance of high-pressure fire mains, pump. 
ing stations and reservoirs, and completion of universal metering. Practically 
all of this work was in accordance with recommendations of the national board 
in their report of September 1956 (n.t. 817-818). 

96. Philadelphia is deeply engaged in urban redevelopment which wil] have 
direct bearing on elimination of fire hazards, including clearance of slums 
rehabilitation of deteriorating buildings, and conservation of neighborhoods 
It is anticipated that 2,500 blight dwellings will be eliminated in 1959, Be. 
tween 1950 and 1957 the Philadelphia Housing Authority demolished 3.904 
structures, mostly in the fire-belt area. In 1958, 315 structures were demolished 
and in 1959, 776 more are to be demolished. Between 1950 and 1956 there wag 
a decrease of 22,664 substandard dwelling units or a decrease of 29 percent: 
in 1959, 13.1 percent of all Philadelphia housing units were substandard: anq 
in 1956 the percentage was only 8.7 percent (n.t. 862-873 ). 

97. The city has received national awards annually for its fire-prevention 
activities from 1952 through 1958, both inclusive, from the U.S. Chamber of 
Commerce and from the National Fire Protection Association for leadership 
in fire prevention (n.t. 306-307, S28). 

98. The filer gave no specific weight to the prospective effect of the foregoing 
factors in the filing. The prospective rate adjustments in the filing were based 
entirely upon an analysis of the past loss experience (n.t. 725-726, 1042, 1046- 
1047). 

III. DISCUSSION 


The stated purpose of the filing is to adjust the insurance rates for individual 
risk classifications and zones throughout the Commonwealth of Pennsylvania. 
In evaluating the proposals and supporting data contained in the filing and the 
evidence developed at the hearing, it must always be kept in mind that insurance 
is a business affected with a public interest (Prudential Insurance Co. y. Ben- 
jamin, 320 U.S. 408, 480 (1946) ). 

In 1945 Congress enacted the McCarran Act (15 U.S.A., sec. 1011 et seq.), 
which made the Sherman Antitrust Act inapplicable to industries engaged in 
interstate commerce when such industries are regulated by State law. The 
Supreme Court of the United States had ruled that the insurance business, when 
conducted across State lines, constituted interstate commerce (United States y. 
South Eastern Underwriter’s Association, 322 U.S. 533 (1944)). Thereafter, 
the National Association of Insurance Commissioners, in cooperation with an 
all-industry committee representing the insurance companies, drafted a model 
act for State regulation of the insurance business. Subsequently, the General 
Assembly of Pennsylvania enacted the Fire, Marine, and Inland Marine Rate 
Regulatory Act of June 11, 1947 (Public Law 551, 40 P.S., sec. 1221, et seq.) 
The stated purpose of that act was to “promote the public welfare by regu- 
lating insurance rates to the end that they shall not be excessive, inadequate 
or unfairly discriminatory” and for other purposes relative to the foregoing. 

Section 4 of the Rate Regulatory Act requires every insurer to file with the 
insurance commissioner the rates which it proposes to use. Subsection (b) 
authorizes insurers to satisfy their obligations to make such filings by becoming 
a member or subscriber of a licensed rating organization which makes such 
filings and by authorizing the commissioner to accept such filings on its behalf. 
Section 6 of the act provides for the establishment of rating organizations and 
authorizes the insurance commissioner to issue licenses to such rating organ- 
izations. 

When a rating organization is authorized to establish insurance rates, that 
rating bureau becomes, in effect, an agency or instrumentality of the State for 
determining the rates to be charged by insurers (North Little Rock Transp. C0. 
Inc. v. Casualty Reciprocal Exchange, 181 F. 2d 174, 177 (8th Cir. 1950) ). 

In reviewing the proposed rates for reasonableness and adequacy, the insurance 
commissioner is required to exercise his judgment in reviewing and analyzing 
all of the evidence presented. He is not restricted to a rigid formula, nor 1s he 
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pound by rules of past practice. His determination is subject only to the require- 
ent that it be based upon evidence in the record found by him to be preponder- 
ant (National Bureau of Casualty l nderwriters v. Superintendent of Insurance 
of State of New York, 6 A.D. 2d 173, 174 N.Y. 2d 836, 840 (1958) ). 

The city of Philadelphia believes that the hearings have fully demonstrated 
the total inadequacy of the filing and the insufficiency of the evidence presented 
py the filer in support thereof. We believe that the following detailed discussion 
of the various aspects of the filing and the evidence fully support that conclusion. 
L Propriety of proceeding under section 16 

The present filing became effective at the close of October 17, 1958, pursuant 
to section 4(d) of the Rate Regulatory Act, after the lapse of 30 days from 
the date of filing without specific approval or disapproval by the commissioner. 
(mmediately after the filing became effective, the city of Philadelphia filed 
complaint with the commissioner under section 16 of the act, and requested 
pearing thereon. | Commonwealth exhibit No. 2.] 

section 16 of the act provides that “Any * * * person aggrieved by any ac- 
tion of the commissioner, except disapproval of a filing * * * shall have the 
right to file a complaint with the commissioner and to have a hearing thereon 
hefore the commissioner. Pending such hearing and the decision thereon, the 
ewmmissioner may suspend * * * the effective date of his previous action * * *.” 

It will be noted that this provision for review is broad and all inclusive, allow- 
ing a complaint to be filed and a hearing held with respect to “any action” of 
the commissioner. The single exception to the right of review provided by this 
vetion of the act—the commissioner's action in disapproving a filing—clearly 
implies that the commissioner's action in permitting a filing to become effective 
ig within the purview and scope of the review provision. 

The complaint of the city of Philadelphia obviously related to the “action” 
of the commissioner in choosing “to permit the aforesaid filing to become effec- 
tive by operation of law.” Commonwealth exhibit No. 2, supra. Certainly the 
jediberate and volitional conduct of the commissioner in refusing to disapprove 
the filing within the initial 30-day period or to extend the waiting period is an 
“tion” within the meaning of section 16(a). It is inescapable that section 
i6(a) fully authorizes this hearing; therefore, any inquiry into whether or not 
the hearing might also have been properly held under section 5(d) becomes 
moot. 


— 


_ 


». The city of Philadelphia as an aggrieved party 

The city of Philadelphia has standing, as a “person aggrieved” within the 
meaning of section 16(a), to file a complaint to the action of the insurance com- 
nissioner in allowing the present filing to become effective and to participate 
inthe hearing thereon. 

Section 16(a) of the Rate Regulatory Act provides: 

“Any * * * person aggrieved by any action of the commission, except dis- 
approval of a filing or a part thereof as provided for in section 5 hereof * * * 
shall have the right to file a complaint with the commissioner and to have a 
hearing thereon before the commissioner.” 

A person is “aggrieved” by an action of the commissioner when the action 
adversely affects some legally protected interest of the complainant.’ But, in 
determining whether the city has the necessary “interest,” the judicial require- 
nent of “standing” to institute a lawsuit does not control. 

The judicial doctrine of standing evolved from the common law tradition 
which discouraged litigation and from the requirement of an adversary system 
of justice that rules of law be formulated only after full and adequate presenta- 
tion of opposing views which is assured only if litigants have a real and substan- 
tial interest in the outcome of their cases. On the other hand, the commis- 
sioner’s statutory duty to review the insurance rates proposed in a filing, to the 
end that they shall be neither excessive, inadequate, nor unfairly discriminatory, 
must be discharged initially through an administrative proceeding such as the 
present one. Therefore, the determination of whether a person has a direct and 
adversely affected interest in the subject matter of an administrative proceed- 
ing, 80 as to be aggrieved for purposes of participation therein, should depend 
upon the ability to present and develop facts which the commissioner is required 





tise renated Industries y. Ickes, 134 F. 2d 694, 705 (2d Cir.), appeal dismissed, 320 
AS. 707 (1943). 

oy ot Administrative agency law. act of June 4, 1945, Public Law 1388, as amended, 
PS. ee 1710.2(¢) (Supp.). 
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to take into consideration provided the present 
and unnecessarily burden the proceeding.* 

The city of Philadelphia has amply demonstrated in this proceedin 
has the capacity to test the validity of the rates proposed in the , 
and, Without hampering the proceedings, to assist in bringing 
relevant facts for the commissioner's consideration. 

There is abundant legal precedent for the city's participation in this pro- 
ceeding. First, it is the representative of the public—its residents and citizens— 
who are the purchasers and premium payers of fire insurance policies sold b 
the subscribers and members of the Middle Department Fire Insurance Und y 
writers, the filer herein. These individual policyholders do not have the . 
sources to investigate and contest proposed rates even though 95 percent of 
the rate increase in the present filing fall upon them. Only the city of Phila 
delphia, charged with the duty of protecting the welfare of its inhabitants can 
adequately represent them in this proceeding. ; 

The urgent necessity of such representation is highlighted by the fact that 
on zone Classifications alone the filing proposes increased rates in Philadelphia 
as a separate zone which will require additional premium payments of $1,930,000 
annually. These increases are proposed despite the fact that the residents of 
the city, through taxation, have been supporting, and will continue to support 
energetic and expensive programs to improve fire prevention and fire protection, 
These programs admittedly will have a substantial effect in reducing prospective 
loss experience, physical hazards, conflagration and catastrophe hazards; and in 
improving safety and loss prevention factors. In this connection, it should be 
noted that only the city has the resources and the data to furnish adequate in- 
formation as to these factors, all of which the commissioner is required to con- 
sider under section 3(a) (3) of the Rate Regulatory Act. 

The city in its representative capacity was a complainant and participant in 
the hearings before the insurance commissioner in 1957 in the matter of Middle 
Department Association of Fire Underwriters, consecutive filing No. 137-A‘ 
Similarly, it was a complainant and participant in the hearings before the ip- 
surance commissioner in the matter of rate filing of Associated Hospital Service 
of Philadelphia made November 13, 1957. 

Our superior court has held a municipality to be “a person * * * having an 
interest in the subject matter” (act of May 28, 1987, Public Law 1053, 66 PS. 
§ 1391) for purposes of filing a complaint and participating in a hearing before 
the public utility commission to test natural gas rates. See Pittsburgh v. Pa. 
P.U.C. 158 Pa. Superior Court 229, 234 (1945). The difference in language be 
tween a person aggrieved and a person whose interest is adversely affected is 
not significant. The concepts are identical. See Associated Industries v. Ickes, 
134 F. 2d 694, 705 (2d Cir.), appeal dismissed, 320 U.S. 707 (1948). Likewise, 
the court held that the city of Philadelphia had sufficient interest in the promul- 
gation by the Pennsylvania Public Utility Commission of rule 10, requiring 
railroads to apply for and obtain a certificate of approval prior to the elimina- 
tion of any passenger train, to be allowed to intervene in an appeal therefrom to 
the superior court. See P.R.R. v. Pa. P.U.C., October term, 1958, Superior 
Court No. 313. 

The Federal courts have reached the same result, for the city of Baltimore 
was held to be a party “adversely affected or aggrieved” within the meaning of 
the Administrative Procedure Act, 60 Stat. 237 (1946), 5 U.S.C. § 1001, and en- 
titled to obtain review of the action of the Interstate Commerce Commission in 
approving certain iron ore rail freight rates (Baltimore & Ohio Railroad Co. 
et al. v. United States, 151 F. Supp. 258 (D.C. D. Md.), rev'd 335 U.S. 1% 
(1957) ). See also Boston & Maine Railroad y. United States, 153 F. Supp. 92 
(D.C. D. Mass. 1957), where the city of Philadelphia was permitted to intervene 
as a party defendant. 

The courts of ether jurisdictions agree with the rule in Pennsylvania that a 
municipality is a party in interest as a representative of the public in rate regu- 
latory proceedings. In Re Northwestern Indiana Telephone Co. (201 Ind. 667, 
171 N.E. 65 (1930) ), a city was held to be “adversely affected” or “aggrieved 
by a public utility’s purchase of the stock and assets of another company. And, 
in Interstate Co. vy. City of Danville (379 Ill. 41, 39 N.E. 2d 356 (1942)), a city 
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3 Cf. Dillner Transfer Co. v. Pa. P.U.C. (No. 1), 175 Pa. Superior Ct. 461, 471 (1954). 

4 Also see In re North Carolina Fire Insurance Rate Bureau, 245 N.C. 444, 006s 3 
345 (1957), where the North Carolina Farm Bureau Federation participated in a hearing 
on a proposed increase on fire insurance rates. 
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allowed to participate as a “party affected” in an administrative hearing 
veulting jin an increase of water rates and held to have standing to appeal 
Oe the standing of the city of Philadelphia to participate in this proceeding 
av depend entirely upon its status as a representative of the poeple. The 

has a direct and adversely affected financial interest in the proposed insur- 
ay rates The city introduced into the record of this proceeding a dozen fire 
oe ce policies, whose aggregate value is approximately $1 million, in each of 
wien It is a named insured. These policies were purchased from members and 
erat of the middle department by lessees of city-owned property under 
oan requiring them to obtain such fire insurance. The rental payments to the 
dty under the leases directly reflect the cost of the insurance paid by the lessee. 
The higher the cost of insurance, the less rental revenue to the city. The city 
is thus financially aggrieved by the present filing insofar as rate decreases have 
not been made which the city believes to be warranted, insofar as decreases have 
per made which the city believes to be insufficient, and insofar as premium 
increases are proposed which the city believes to be improper. 
Thus, the rates proposed in the present filing, if approved and allowed to take 
dfect for an indefinite period, will, of necessity, represent a direct financial 
oss to the city of Philadelphia. Certainly, for this reason alone, the city is a 
“person aggrieved” by the present filing (Cf. Pittsburgh v. Pa. P.U.C., supra, 158 
Pa. Superior at 234). : 

At the very least, the question whether the city of Philadelphia should be per- 
nitted to file a complaint and participate in the present proceedings is a matter 
for the insurance commissioner to determine within his sound discretion by ref- 
erence to whether the public interest would be served thereby (Cf. Dillne rT rans- 
fer Co. V. Pa. P.U.C. (No. 1), 175 Pa. Superior Ct. 461, 470-471 (1954) ; Pitts- 
wurgh v. Pa. P.U.C., 153 Pa. Superior Ct. 83, 86-87 (1943) ). : 

For all of these reasons, the city of Philadelphia is a “person aggrieved 
within the meaning of section 16(a) of the act and therefore has the requisite 
standing to complain of the rates proposed in the present filing. 

It must be noted that the filer did not object to the holding of the hearing; 
it merely contended that the cities of Philadelphia and Pittsburgh were not 
“aggrieved parties” entitled to be heard thereat (n.t. 83). However, the hear- 
ing having been held with the full participation of all parties desiring so to do, 
there appears to be no reason why the insurance commissioner should not pro- 
ceed to consider the entire record of the hearing and render his decision 
accordingly. 


5. Burden of proof 


Ratemaking, rate regulation, and rate approval are not judicial functions re- 
quiring a fact finder to render an adjudication as to which one of two adversary 
parties has supported his position by a preponderant quantum of proof. The 
function of rate regulation, as applicable to the present proceeding, “is to pro- 
note the public welfare by regulating insurance rates to the end that they shall 
not be excessive, inadequate or unfairly discriminatory.” Sections 1 and 3(a) 
(2) of the Rate Regulatory Act. For this purpose, the Rate Regulatory Act 
makes mandatory the consideration of certain enumerated factors in the making 
of rates. 

The insurance commissioner is charged with the duty under the act of enfore- 
ing and carrying out “all and singular the provisions of this act, and the full 
intent thereof” (sec. 13(d)).° His responsibility can be discharged in no other 
manner than by the exercise of an independent judgment upon all the evidence 
lefore him to determine whether a filing and the rates proposed therein meet 
ill the requirements of the act. Unless the commissioner is able to make such 
adetermination, the filing must be disapproved. 

It is not presently significant that the commissioner permitted the filing to be- 
cme effective by operation of law under section 4(d). This section provides 
that a “filing shall be on file for a waiting period of thirty days before it becomes 
fective * * *” Thereafter, even though the commissioner does not approve the 
fling, it “shall be deemed to meet the requirements of this act and to become 
fective unless disapproved, as hereinafter provided * * *” (cf. sec. 4(e)). 

It will be seen by inspection that section 4(d) is a procedural provision which 
permits a filing to go into effect when the insurance cOmmissioner has taken no 





an Performing his duty, the commissioner is empowered to ‘review such of the filings 
8 it may be necessary to review in order to carry out the purposes of this act” (sec. 4(c) ). 
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step to approve or to disapprove the filing and has not extended the Waiting 
period. Of course, it does not follow that the factual adequacy or validity of a 
filing, as measured by the requirements of the act, has been determined when the 
filing is permitted to become effective under section 4(d). 

Thus, in allowing the present filing to become effective, the commissioner did 
not exercise his judgment as to whether the rates proposed therein were in com. 
pliance with the act. The commissioner decided to permit the filing to take effect 
for the sole purpose of holding public hearings thereon pursuant to section 16(a) 
of the act. And, indeed, since the filing was suspended immediately after it he. 
came effective, the rates provided therein were never operative. Comunissioner’s 
letter to the filer of October 18, 1958 (Commonwealth exhibit No. 2), 

The reason why the commissioner preferred to conduct public hearings under 
section 16(a) rather than section 5 of the act, the provision whose procedure he 
had theretofore followed, is also set forth in his letter of October 18, 1958: “] 
have, however, in this case chosen to proceed under section 16 of the aforesaiq 
act for the reason that the hearing procedure prescribed therein is so cle 
defined that its use avoids the raising of unnecessary technical objections.” 

Therefore, the record of the present proceeding must affirmatively establish 
that the rates proposed in the filing are not ‘excessive, inadequate or unfairly 
discriminatory” and conform with the requirements of the act before the com- 
missioner, in the discharge of his responsibilities under the act, can rescind his 
order of suspension and approve the present filing. 


4. Perils 10 and 11 


The filing was specifically made applicable to major peril 10 ‘property dam- 
age) and peril 11 (time element) coverages. Nevertheless, the filing does not 
ecntain separate premium loss or expense statistics for peril 11, nor does the 
filing contain the present or proposed rates for peril 11. The filing undertook 
to make adjustments on specific risk classifications (assembled into groupings) 
and zones but no statistics are maintained on these bases. Exhibit D of the fi. 
ing, containing a formula of classified experience for stock and mutual companies 
for the years 1952 through 1956, contained the figures for peril 10 only. It was 
testified that the average loss ratio for the 5-year period 1952 through 1956 for 
peril 11 in Pennsylvania is 58.6 percent, which substantially affects the loss ratio 
for the same period for peril 10, and these figures represent only the experience 
of stock companies. 

There is no evidence contained in the filing or presented by the filed which 
justifies the blanket application of peril 11 to all classifications and zones on a 
percentage of premium basis. The commissioner may take notice of the fact 
that time element coverage under peril 11 is much more frequent in partienlar 
classifications than in others. In certain classifications, it is fairly common, in 
others it is rare or nonexistent. 

It is submited, therefore, that the filing is substantially defective in its failure 
to segregate the statistics for perils 10 and 11, in the failure to supply expense 
data covering peril 11, and in the failure to allocate the experience under peril 
11 to those classifications where it is applicable. 


arly 


5. Credibility of statistics 


The statistics contained in the filing and discussed by the filer at the public 
hearing were not compiled by the filer but were received from other sources. 
The statistics dealing with premiums and losses were received from the actuarial 
bureau of the National Board of Fire Underwriters representing the experience 
of stock insurance companies, the Mutual Insurance Advisory Association repre. 
senting mutual companies, the National Association of Independent Insurers rep- 
resenting nonmembers of either of the two preceding organizations and from the 
annual statements filed by nonmember companies with the Insurance Depart- 
ment of Pennsylvania. 

The statistics which the filer received from the national board were accepted 
without further study or audit. The head of the actuarial bureau of the national 
board testified that the national board does not audit or verify any of the sta- 
tistics it receives from its members and subscribers on premiums, losses and ex- 
pense, except when they contain obvious errors, in which case inquiry is made of 
the reporting company. The reply of the reporting company is accepted as given. 

It is startling indeed to learn that on a matter which so directly affects the 
rates to be paid by insured parties, no effort is made to insure the accuracy und 
validity of the statistics both in the aggregate and in their specific classifica- 
tions, as is discussed at greater length later in this brief. The figures received 
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the filer and the national board in response to inquiries were replete with 

" « In connection with expense data, they were so erroneous that neither 

fler nor the national board had any confidence in them. If so many errors 

S cur in relation to expense data, there is no greater basis for imposing full 
ge confidence in the premium and loss figures either. It appears very 
ot t that the national board acts primarily as a recipient of any statistics 
et members and subscribers care to give it, and that if they appear to be 
a “the customary range, no effort is made to verify, spot check, or audit. 
wee matter of fact, there was not even any indication that uniform reporting 
matructiOnS are prescribed. The statistics are obviously not trustworthy and 
cannot form a basis for consideration of proposed rate adjustments. It would 
appear that if the filer is to carry out its responsibility as a rating bureau, the 
ast it can do is to present accurate, valid, and creditable statistics in support 
of any filing and assume full responsibility for their accuracy. In no other way 
ean it carry out its legislative mandate under the rate regulatory act. ‘ 

An evaluation of the totally uncertain basis for the statistics furnished by 
the national board to the filer becomes very evident upon a review of the fol- 
lowing extracts from the testimony of Dr. Joseph H. Finnegan, head of the 
qctuarial bureau of the national board: 

“Q, Do you know whether or not the companies follow uniform methods of 
separating their expenses with respect to each line?—A. No, I do not ; except 
insofar as those things might be covered by this uniform classification of 
MO It is therefore possible, is it not, that regardless of those instructions, 
that there may be different practices in reporting on the part of the insurance 
empanies?—A. I wouldn’t know. 

“Q, You wouldn’t know whether the practice exists——A. I know the instruc- 
tions were issued, and as far as I know, all companies followed them. 

“Q. Do you have any method of knowing whether those instructions, if any, 
have been followed by the companies?—A. No; we do not make an audit of 
company operations. 

“Q, Has the natioanl board made any audit to determine uniformity in report- 
ingpractices?—A. No; we have not. 

“Q, Has the national board made any audit to determine uniformity in record- 
ing practices on behalf of the insurance companies?—A. We do not go into com- 
pny affairs. The only time we question a company is when we get a result that 
isobviously wrong. 

“Q. In other words, you accept at face value the figures as given to you by 
thecompanies?—A. Yes; if you define face value as excepting the obvious errors” 
(nt. 559, 560). 


* * * . . * * 


“Q. Have you found a common practice of bad reporting?—A. It is not bad, 
but there are numerous clerical errors, and we do our best to catch them. 

“Q. When you catch these errors, you accept the figures given to you by the 
companies?—A. Yes. 

“Q. But you make no effort to audit the books, or otherwise confirm or 
verify the figures submitted to you?—A. Not other than that” (n.t. 561, 562). 


’ * * * * * 





2 
“Q. Basically, what the national board does is to compile statistics based 
m the figures submitted to it by the insurance companies?—A. That’s right. 
“Q. And basically it could also be said that no effort is made to verify any 
of those figures?—A. Not by the national board” (n.t. 562, 563). 


* * + . * + * 


“Q. The point I am trying to make is, you don’t make any different or further 
thecks on the information submitted to you by the insurance companies of 
femium and loss data than you do with respect to the figures submitted to you 
Mexpense data?—A. No. If we see anything that looks obviously wrong, we 
# back to the company, but if the company says that that is the way they 
want it, we accept that. 


‘Q. Does the national board know how the unallocated amount should be 
divided among the various schedules ?—A. No. 

"Q. And in view of that, is it your belief that the schedule totals reported 
to the national board do not completely represent the titles given to them?— 
A. Yes, to varying degrees (n.t. 568, 564).” 


‘ * * * 








4642 THE INSURANCE INDUSTRY 


“Q. Did the national board prescribe any instructions with regard to 
ment of expense accounts to any given category ?—A. I think the statistica) 
plan for expenses itself provides some instructions. 

“Q. Isn’t it a fact that on December 30, 1958, you wrote: ‘The national] board 
does not prescribe any instructions with regard to the assignment of ex 
amounts to any given category’? That is correct, isn’t it?—A. That is correct 
yes. ; 

“Q. Is it still true?—A. Still true (n.t. 568).” 


+ * * s * o . 


“Q. So that, therefore—so there will be no mistake about it, filer’s exhibit 18 is 
your letter addressed to Mr. Hill, it is your written statement that the figures op 
a broken-down basis for expenses for Pennsylvania are not reliable for these 
proceedings? (n.t. 570).—A. The question is, Did I say that? 

“Q. Yes.—A. Yes, I did. 

“Q. Do you still believe that?—A. I still believe that (n.t. 571).” 

« 


- *» * * * * 


“Q. Then you are saying, in effect, that the individual breakdown don’t meap 
very much?—A. In plain language, that is—well, I wouldn’t say not mean very 
much, but they are of doubtful value; let’s put it that way. I don’t know how 
wrong they are, but I don’t have any confidence in them (n.t. 1007).” 

In view of the foregoing testimony, it is submitted that the statistics offered 
in support of the proposed rate changes are completely undependable and are 
far from meeting the standards for use in considering rate adjustments, 

A further basis for skepticism regarding the statistics presented is the fact 
that mutual insurance companies do not maintain statistics on a zoned basis, 
The filer included mutual experience in exhibit E of the filing containing the 
classified (by groupings) experience from 1952 through 1956 and the gone 
experience by apportioning the mutual experience on premiums and losseg in 
the same ratio as stock company experience. This is not a fair or proper 
method of apportioning the mutual experience, unless it can be demonstrated 
that the ratio of mutual experience to stock company experience in the yarious 
zones is relatively equal. There was no evidence to indicate this and, as a 
matter of fact, there was some indication that there was a substantial variance 
in the respective ratios between zone 4 as compared with the entire State. 

Accordingly, it is submitted that the filer has improperly incorporated mutual 
experience in exhibit E of the filing and that exhibit E, insofar as it involves 
zoned classifications, is inaccurate. 


6. Adjustment of premium statistics 


The filing makes an adjustment for rate revisions which were effective during 
the years 1952 through 1957, both inclusive. The adjustments were based on an 
average rate reduction of 8.7 percent as of May 1, 1954, and an allowance for 
premium increases resulting from a reduced term discount in 1957. 

The filer anticipated that the additional premium to be derived from the 
latter change was 6.8 percent. The filer adjusted the premium statistics for 
the period under review by an increase of only 3.4 percent. The filer attempted 
to justify an adjustment of only 3.4 percent, as compared with an actual increase 
of 6.8 percent, by contending that the full effect of the increase will not be ex- 
perienced until the expiration of the 5-year period commencing in 1957, because 
many policies are in effect for periods of from 3 to 5 years and the increase will 
not become effective until the policies are renewed. However, as the witness 
for the filer indicated, the increase resulting from the reduction in the term 
discount will be in effect indefinitely (n.t. 644), and the proposed rates would 
be on top of the full increase granted in 1957. 

There is no suggestion that the filer in 1962 will reduce the rates 3.4 percent 
and, based on past performance, it would appear to be unlikely that any such 
adjustment will be proposed by the filer. As the executive manager and sec 
retary of the filer testified on direct examination at pages 357-358 : 

“If statistical comparison of premiums and losses is to be meaningful, each 
year’s data should be on a common basis. It is for that reason that we adjust 
the premiums to reflect the current rate levels. For example, if a rate increase 
of 25 percent on a certain class went into effect a year ago, it would be proper 
for the insurance department to suggest that the premiums of the previous 
years included in the 5-year average be increased by 25 percent to show what 
the past experience would have been at present rate levels.” 
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The clear purpose of the filing is to propose rates to be charged by members 
and subscribers of the filer on insurance business written in the future (National 
Bureats of Casualty Underwriters v. Superintendent of Insurance of State of 
yew York, 6 A.D. 2d 73, 174 N.Y.S. 2d 836 (1958)). It is not the purpose of the 

to recapture alleged losses on policies written in the past. Clearly the 
rates OD such new business, if the filing were approved, would be on top of the 
rate Increase previously granted and not on top of a portion of that rate. Ac- 
rdingly, it is submitted that in order to provide a proper analysis of past 
rience the premiums should have been adjusted to reflect the full amount 
of the increase and not a portion of it. ; 

The premium statistics are further defective in their failure to adjust the 
rates of mutual companies to the full rates of the filer (hereinafter referred to 
as bureau rates). The premium and loss statistics contained in the filing in- 
ciude the experience of mutual insurance companies who are members and sub- 
gribers of the filer. However, if mutual experience is to be included in the filing, 
and that is what the filer has done, then the loss experience of these companies 
gust be compared with bureau rates. The evidence was that some 64 members 
gpd subscribers of the filer deviate downward from bureau rates. The great 
majority of the deviating companies are mutual insurance companies and their 
jeviations usually are about 20 percent. 

The filer opposed this adjustment on the ground that it would induce a fictitious 
sement into the statistics since it would take into consideration premiums which 
the mutual companies never received. But this argument has been refuted by the 
filer itself when it made a partial (and insufficient) adjustment in the premium 
datistics by reason of the premium increases in 1957, The adjustments which 
itmade were also “fictitious” in that the filer compared losses with premiums 
which were not actually received by the insurance companies. It is completely 
inconsistent for the filer to make or adjust premiums statistics by reason of 
prior rate increases and then to compare the loss experience of deviating com- 
janies with other than the bureau rates. 

The purpose of analyzing loss experience is to determine the reasonableness 
ad adequacy of the present rates. If particular companies for competitive 
reasons or by reason of superior economy of operation are able to and do charge 
jower rates, it would be a matter which primarily concerned these firms. But 
when the adequacy of the bureau rate itself is in question and when such ade- 
quacy or inadequacy is to be tested by an examination of the loss ratio of the 
members and subscribers of the filer, the comparison should be made with the 
rates of the filer since it is the adequacy of those rates which are under investi- 
gation and not the adequacy of the rates charged by the individual companies. 
It for instance deviating companies chose to charge rates which result in sub- 
stantial losses when they have the option of charging the bureau rates, it is not a 
fair test of the adequacy of the bureau rate to compare the losses of such com- 
panies with the rates which they choose to charge. 

Accordingly, it is submitted that the premium statistics with which losses were 
tobecompared should have been adjusted the full amount of the 1957 increase of 
é8percent, instead of the 3.4 percent actually used, and the premium statistics of 
mutual companies should have been adjusted to bureau rates. 


1. Unearned premium investment earnings 


It was testified on behalf of the filer that when insurance premiums are 
received an unearned premium reserve is established. This reserve is not 
segregated but is considered as among the funds available to the companies for 
investment. Approximately 25 percent of premium income is from 1-year policies 
and 75 percent of the income is derived from 3- and 5-year policies. The method 
ofestablishing the unearned premium reserve varies somewhat among companies, 
but the net effect is to maintain these reserves and charge them off as they are 
earned during the term of the policy. The net result obviously is that at any one 
time the companies will be in possession of large amounts of advance premiums 
which they are required to retain as a reserve for losses and other expenses of 
doing business. 

Sinee these reserves are considered as among the funds available for invest- 
nent, it is only reasonable to conclude that part of the investment portfolio of 
the insurance companies represent these unearned premiums. While it is true 
that on a particular policy the unearned premium reserve will decline as the 
period of the policy runs until the entire advance premium is earned, neverthe- 
less the unearned premium reserves of a particular company will be constantly 
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replenished by the addition of new unearned premiums derived from th 








of new policies. © Sale If weit 
It was testified on behalf of the filer that the filing did not reflect any part and it We 
of the earnings on the unearned premium reserve. This problem was Con. tions. 
sidered by the Supreme Court of Missouri in Aetna Insurance Co. vy, F average | 
(315 Mo. 113, 285, S.W. 65, cert. dismissed 275 U.S. 44 (1928) ). Among the in differe 
contentions made by the insurance companies in connection with a fire insurance formula | 
rate proceeding was that income from unearned premiums should not be in- a 
cluded as an underwriting profit. In rejecting that contention, the court ob. the judg 
served at 285 S.W. page 74 that— emmissi 
“Thus we are informed that the separation of the income from earned and ze ae 
unearned premiums is a bookkeeping fiction. Bureau 
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at all times during the test period, millions of dollars on hand constituting the . 
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dollar of unearned premiums ceases to become such, and becomes a part of the i 
earned premium, another dollar of unearned premium is paid in. As the fung po fc 
at the one end is worn off by attrition, it is increased by the other end by =, ¢ in 
accretion, so that the fund remains practically intact, and continually earns soot £0 
profit. * * * wey 
“By what sort of reasoning can it be separated from underwriting earnings? eh 
As the referee has found, it is not distributable as surplus. Though the money nsid 
is in possession of the companies, it cannot be declared in dividends to the pon te 
stockholders. Commonsense and common reason would conclude that, the pre - 
mium being unearned, if it grows, the accretion is unearned. But, whether the | 4 Mého 
interest becomes the absolute property of the companies as soon as it accrues It was 
or not, it is a profit derived directly from the earnings of the underwriting | template 
business, and not from investments of distributed or distributable funds. panies de 
* * * >” * * * the acqu 
“At what point do the underwriting earnings become investment surplus? mare | 
Certainly not until they cease to be used directly in the underwriting business, Wn the f 
and become distributable assets. Much is said about the reserve which an dt the pe 
insurance company keeps on hand to meet the payment of losses and expenses. oe yee 
The evidence justifies the conclusion that this fund practically coincides with ne 
the unearned premiums. While it is invested and draws interest, it is no part ent 
of the investment fund. It is invested merely to safeguard it until it is needed, fale 
or until it becomes distributable. The plaintiffs do not class it with their other arnin 
invested funds. It is used in the underwriting business, and the interest on tr 
it is a part of the profit of that business.” ° oe ¥ 
Accord Aetna Insurance Co. v Commonwealth (160 Va. 698, 169 S.B. 859 et t 
(1933) ) ; Cf. Aetna Insurance Co. v. Travis (121 Kan, 802, 257 Pac. 337 (1926)), 
(rehearing, 124 Kan. 350, 259 Pac. 1068, cert. denied sub nom., Aetna Insurance | Wl. Bape 
Co. v. Baker, 276 U.S. 628). The fi 
It is submitted that the foregoing reasoning is logical and reasonable; that | (ymmon 
earnings on unearned premium reserves are derived directly from the under | mported 
writing processes; and that such profits should be included in underwriting | Pennsyly 
profits. This the filing has not done. of expen 
8. Weighting of loss ratios data an 
The filing, based upon recommendations of the Eastern Underwriters Associa- can 
tion and the Inter-Regional Conference, undertook to weigh the annual premium | 4 freax, 
and loss ratio experience at the rate of 10 percent for each of the years 1952 pense els 
through 1954, 15 percent for 1955, 25 percent for 1956, and 30 percent for 1957. | fentemp 
The weighting was applied only to the experience of stock companies. No weight- by the n 
ing was applied to the experience of the mutual companies, although the aggre The fi 
gate experience of stock and mutual companies combined contained in exhibit C | mq sup. 
of the filing was weighted on the same basis as the stock company experience (] 
contained in exhibit A. There is no statutory basis for the weighting of loss (; 
experience. The Rate Regulatory Act merely requires the insurance commis ‘ 
sioner to give consideration to the “experience of the fire insurance business (4 
during a period of not less than the most recent 5-year period for which such | Ne file 
experience is available.” Section 3(a) (3). company 
ecpcigibciapccsentesiase total of | 
¢¥For later developments in that proceedings, see American Ins. Co. v. Lucas, 38 Fed. | the adm 
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eighting were not used, the average loss ratio would be 1.7 percent less 
a” ould make a difference in the amount of adjustment on zoned classifica- 
ot it iene weighting and the 1957 experience factors were applied on an 
pasis. If applied to specific classes and zones it would obviously result 
different adjustments than set forth in the filing. The use of the weighting 
gla is an outright attempt on the part of the filer to reduce the review of 
o nce rates to a mathematical formula and to substitute such formula for 
dgment and discretion lodged by the Rate Regulatory Act in the insurance 
issioner in his review of the filing. ; ’ ot] A 
The authority of the commissioner on this point was well stated in National 
«u of Casualty Underwriters v. Superintendent of Insurance of State of 
Yew York, 6 A.D. 2d 174 N.Y. Supp. 836, 840 ( ), where the court stated : 
nthe application of the tests of reasonableness and adequacy necessarily re- 
the exercise of judgment on the part of the superintendent in analyzing 
sod treating the factual data before him and in reaching his ultimate determina- 
tim. He is not restricted to a rigid formula of his own or another’s devising 
yor, of course, is he bound to hold rules of past practice immutable, but his 
jeermination must, like any other administrative decision, be grounded on 
found by him to be preponderant and which, upon review, will meet the 
icial test of substantial evidence.” 
It is submitted that the weighing formula should be disapproved and that 
inconsidering the filing the commissioner should exercise his discretion without 
regard to such an artificial formula. 


§, Method of Accounting 


It was testified on behalf of the filer that modern accounting practices con- 
mplate the maintenance of financial records on an accrued basis and the com- 
panies do this with respect to premiums and loses. However, commissions for 
the acquisition of business are not carried on the books on an accrued basis 
ut are charged off in their entirety in the year in which the policy is written. 
In the first place, this method of accounting can distort the expense picture 
ofthe particular company unless the amount of business done is perfectly even 
fom year to year. More important, it serves to reduce the amount which would 
iherwise be available in the unearned premium reserve by charging against 
mearned premiums the commissions that were paid for fire protection under 
the entire term; and if earnings on unearned premium reserve are to be in- 
duded in any evaluation of underwriting experience, then the amount of such 
armings would be affected by the improper depletion of these reserves. 

Itis submitted that this method of accounting is highly improper, that it is in 
direct conflict with recognized principles of accounting, and that it serves to 
distort the underwriting results. 


1). Bapenses 


The filing contains a tabulation of the aggregate annual expense for the 
(ommonwealth of Pennsylvania for the 5-year period of 1952 through 1956 
mprted by the National Board of Fire Underwriters as being allocable to 
Pennsylvania. The expense data is total data with no breakdown into types 
ifexpenses. The proposed rate adjustments were based upon the 1956 expense 
tata and ratios only. They represent the expense experience of stock com- 
panies Only, since these are the only companies which report to the national 
ward. The filer made repeated and, it might be said, frantic efforts to secure 
tbreakdown of expenses from the national board because it believed the ex- 
pise elements should be shown. These desperate efforts covered a period from 
September 13, 1957 to December 30, 1958, but the filer was repeatedly rebuffed 
iy the national board. 
The filer attempted to secure its own breakdown of expenses of its members 
i subscribers by circulating a questionnaire calling for a report on— 

(1) Direct commissions and brokerage. 

(2) Direct loss adjustment expense. 

(3) Direct taxes, licenses and fees. 

(4) Board and bureau at State level. 

filer received replies from 235 stock companies out of a total of 260 stock 
‘mpany members and subscribers and from 81 mutual companies out of a 
ital of 95 mutual companies and subscribers. The filer undertook to determine 
te administrative and general expenses allocable to such companies by apply- 
ig the ratio reported in the nationwide expense exhibits of the national board. 
ever, the expense information developed by the filer was not included in 
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the filing and the filer did not present this information at the hea 
was requested to do so by the city of Philadelphia and the 
commissioner. 

The reason stated by the national board for its persistent refusal to 
breakdown of expense data secured by the national board was that such 
ana a mg that “the scheduled totals reported to the na 

r o not complete repres iv ” 
me am. I y represent the totals given to them.” Filer’s exhibit 

The national board has prescribed a statistical plan for th 
expenses for its members and subscribers, but the senee tehuee ioe San 
eee a of expenses to particular categories and stated that “the 
statistical plan was not intended to produce reli 
schedules.” Filer’s exhibit 10. ri pred teak Various 

At the public hearing, the head of the actuarial bureau of the national 
presented a breakdown of the Pennsylvania expenses compiled by the board, 
In that breakdown about 70 percent of the expenses were allocated to P 
vania directly while 30 percent of the expenses were not reported by States ang 
were allocated in proportion to premiums. The head of the actuarial bureay 
stated frankly that the individual classes of expense as compiled by the national 
board was doubtful and unreliable and that no confidence could be placed in it 

The filer, upon the request of the city of Philadelphia and the in: 
commissioner, presented the expense information which it had developed inde 
pendently and which it had not included in the filing. The filer did not 
or audit the figures furnished to it. In rechecking the statistics furnished by 
19 stock companies showing extreme ratios of commission expense, the filr 
found substantial errors in 8 of them and in rechecking the figures submitiaj 
by 9 mutual companies with extreme rates of commission expense, it was fomj 
that 7 contained substantial errors. These errors were due to mistakes by 
reporting companies and in tabulating by the filer. 

From this discussion, it is plain to see why the filer had previously decidaj 
that these statistics should not be used in the filing. Nevertheless, the file 
fully recognized the necessity of having such statistics in order that the inggr. 
ance commissioner might properly carry out the duties imposed upon him by the 
Rate Regulatory Act to give due consideration “‘to past and prospective 
both countrywide and those specifically applicable to this Commonwealth.” Se 
tion 3(a)(3). It is impossible for the insurance commissioner to give adequate 
consideration to expenses by a mere submission of statewide totals without 
meaningful and significant breakdown of those expenses into appropriate clas#- 
fications, for it is only in that way that an adequate analysis may be maée 
and consideration given. 

The Rate Regulatory Act does not necessarily require that expense ratios 
used in the filing be based on the actual expenditures of the insurers. If th 
insurers increase their expense by paying excess commissions, or conduct their 
business otherwise in an extravagant manner and thereby increase their e& 
penses, the Rate Regulatory Act is not to be construed as authorizing thee 
expenditures by allowing an increase in rates to reimburse the insurers. 

The city of Philadelphia does not contend that the insurance commission 
should regulate the expenses of the insurance companies doing business in this 
Commonwealth, but it does vigorously contend that the insurance commission 
has both the power and the duty to disregard extravagant and unreasonable 
expenses in passing upon the reasonableness of rates. The test is whether the 
various expense items are accurate and reasonable, National Bureau of Casually 
Underwriters v. Superintendent of Insurance of New York, supra, at page 4. 
As pointed out in Aetna Insurance Company v. Hyde, 34 Fed. 2d 185, 196 (1929): 

“In a rate investigation, items of expense may be examined to ascertail 
whether they are in part or as a whole proper. On one hand, a company must 
have a wide discretion in the management of its own business, but, on the other 
hand, it cannot make expenditures which are clearly unnecessary and pass such 
into a rate change. Its business must be ‘well and economically organized and 
carried on. Aetna Ins. Oo. v. Hyde, 275 U.S. 440, 448, 48 8. Ct. 174, 177 (2 
L. Ed. 357).” 

The lumping of expenses into a single figure effectively prevents any analysis 
of the expense statistics and leaves the insurance commissioner in the positioa 
of being completely helpless in relation to any effort to analyze the 
ness of the expenses incorporated into the proposed rates. 

Further, the rate adjustments proposed by the filer are based entirely up | 
a consideration of 1956 expenses only. Section 3(a)(3) of the Rating 40 | 
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the commissioner to give consideration to a 5-year period of experience 
is his review of “past and prospective expenses.” The filer would be the first 
» complain if the insurance commissioner undertook to confine his considera- 
tion of loss experience to a single year. The attempt by the filer to use a single 
year’s in making the rate adjustments proposed by the filing is com- 
pletely unwarranted and improper. ; 

The position of the filer is even less defensible when it is noted that the 
figures for loss adjustment expense of 3.4 percent is not even a Pennsylvania 
statistic, put is a nationwide rate for stock companies only. The comparable 

for mutual companies is 2.7 percent, yet the filer attempts to use 3.4 per- 
for both stock and mutual experience. The filer frequently indicates on 
4 of the filing that 3.4 percent shown as loss adjustment expense is “the 
latest year,” that is, 1956 alone. Whether it will be 3.4 percent next year or 
the year after or some higher or lower figure is something that the insurance 
commissioner is put in the position of having to determine from a single year’s 
ence. This is directly in the teeth of the 5-year experience period required 

by the Rate Regulatory Act. 

At the public hearings, the insurance commissioner and the cities of Philadel- 

and Pittsburgh attempted to investigate one of the principal items of ex- 
pease, to wit, the commissions paid to agents and brokers for the sale of fire 
It developed that there are no accurate statistics and that direct 
emmissions paid varied substantially from company to company. For instance, 
it was testified on behalf of the filer that direct commissions paid by stock 
companies ranged directly from 20 to 40 percent, and that commissions paid by 
mutual companies ranged from 16.5 to 37.8 percent. It was further testified 
that those companies writing through payroll employees rather than agents 
have acquisition costs substantially lower than companies who write through 
ts. In some cases, companies pay a higher commission to secure profitable 
business and in the city of Philadelphia, commission rates vary from 20 to 25 
to 30 percent depending on area. 

It was further testified that in addition to direct commissions most companies 
have contingent commission arrangements with most agents. The purpose of the 
contingent commission is to provide a special incentive to agents to engage in a 
high degree of selection on behalf of the company to make the loss experience 
of the agent as favorable as possible. This latter arrangement is particularly 
pernicious in that it operates to make it difficult if not impossible for many 
owners to secure fire insurance even though they have a long record of no losses 
even though their properties may be in excellent condition and well main- 
tained simply because they happen to be in a part of the city which the agent 
thinks is less desirable. 

The business of insurance is affected with the public interest and it is that 
Which justifies its recognition. It is not in the public interest for insurance 
companies to concentrate on the insurance of prime risks and to leave a sub- 
santial number of property owners without insurance. Yet, that is the precise 
elect of the contingent arrangement. 

The city of Philadelphia made a determined effort at the public hearings to 
explore the area of commission rates and practices of individual companies, but 
was met by the unyielding opposition of the filer. It is submitted that the filing 
is fatally defective by reason of the complete inadequacy of data which would 
table the insurance commissioner to exercise properly the duty imposed upon 
him by the Rate Regulatory Act in the establishment of rates to give “due con- 
sideration” to “past and prospective expenses.” 

It is further submitted that the hearing has fully demonstrated that the sit- 


| tation in regard to that portion of expenses represented by commissions, direct, 


gecial, and contingent, is so chaotic that a special inquiry and survey should 
ie instituted into these practices and the extent to which they cause the rates 
charged to be excessive and discriminatory. 


ll. Risk classifications and groupings 


The national board for statistical purposes has established 115 occupancy 
classifications for property for use in establishing fire rates. If, instead of using 
the groupings, the filer had used the statistics applicable to the individual classi- 
— the loss ratios contained in the filing would have been substantially 

The filer in the present filing has consolidated these 115 classifications into 43 
foupings in both the zoned and statewide classifications. The ostensible 


| Mirpose of combining these classifications was in the exercise of the filer’s “judg- 
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ment” to provide “a more stable rate as to any one general classification” 
257.) However, it was testified on behalf of the filer that these groupings ae 
prepared by the filer only for the purpose of this filing, but that the filer com 
no intention of being confined to these groupings in future filings. If a gjp ns 
to be permitted to shift the individual classifications from one grouping # 
another it will be difficult, if not impossible, to make meaningful analysis . 
loss and experience by individual classifications for the reasons that clastifin 
tions may appear in different groupings in subsequent filings. aa 

The filer’s contention is that if the individual classifications are conside 
separately, the experience in some of them will not be creditable because of — 
small volume. However, this does not demonstrate a valid reason for lum — 
the experience of that classification with other classifications. For instance 2 
adjustment has been made in item 30 of exhibit E of the filing even though 
the 5-year loss ratio is only 25 percent. On the basis of loss ratio a oubetamine 
reduction would be warranted in the rates for risks in that classification, 1, 
filer, however, indicated that no adjustment would be made because the experienc 
was too small to be credible. If one item can be handled in that manner, ther 
appears to be no reason why other items cannot be handled in a similar manner 

At any rate, if in Pennsylvania it is necessary to group classifications in order 
to secure a credible experience than this should be done on a permanent basis 
justified to and approved by the insurance commissioner. It should not be op 
an ad hoc basis to serve the purposes of the filer. 


12. Sprinklered risks 


The filing groups under item 65, sprinklered risks, six broad categories, jp. 
cluding manufacturing and nonmanufacturing buildings and divided among build. 
ings, contents and buildings, and contents. Item 65 covers all types of sprinklerd 
buildings even though there are extremely diverse fire hazards in this category, 
While the filer proposes a 20-percent increase in this item this will only be ap 
average and the filer proposed to evaluate the experience on particular groups of 
buildings within each category to determine the amount of the increase on each 
such group. The result would be that some types of buildings would get no 
increases while others would be subject to an increase greater than 20 percent, 
The filer would not submit these individual rate adjustments to the insurance 
commissioner for approval before becoming effective. 

From the foregoing it appears very obvious that what the filer is requesting 
is a blank check from the insurance commissioner. It is submitted that the 
grouping under item 65 and the six broad categories covered by that grouping is 
completely without validity. The witness on behalf of the filer indicated very 
clearly that they paid little or no attention to this item or to the categories 
included hereunder. The testimony on behalf of the filer in this area is very 
illuminating. 

Carlyle H. Hill, under cross-examination testified (n.t. 706) : 

“Q. Then you would say as far as rating is concerned, you would consider 
ammunitions plant with a sprinkler in the same category as a hotel witha 
sprinkler, or department store with a sprinkler, as far as rate is concerned/— 
A. Oh, no. 

“Q. Then tell me how it differs—A. By comparison of hazard with other m- 
nition plants, the rate would be established on the munition plant as a spril- 
klered risk, and the hotels would be on a basis of comparison with other sprin 
klered hotels. 

“Q. I thought you told me that all buildings, all sprinklered buildings in the 
manufacturing group are considered as a single class, and all nonmanufacturing 
buildings are considered in a single class for rate purposes. Is that correct ?— 
A. For coding purposes they are classified, but that does not necessarily meal 
that they all get the same rate. Each sprinklered risk, the rate is determined @ 
its own individual merit.” 

It is submitted that this part of the filing for the reasons indicated elsewhere 
in the brief and particularly for the reasons set forth in the present discussion 
should be disapproved in their entirety and that adequate standards of risk clas- 
sifications should be set up to give proper and fair consideration to the effect of 
the installation or presence of sprinkler systems in various classes of risks. Asa 
matter of fact, the testimony indicates that it might be far better to eliminate 
this classification entirely and to consider the presence of sprinklers as a credit 
and that sprinklered buildings be classified in the same manner as buildings 
which do not possess sprinklers. 
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ones 
a filer has established five geographical zones in Pennsylvania. Philadelphia 
gone 4. Twenty of the risk classifications as established by the national board 
on a zoned basis. For the purpose of this filing the filer has compiled these 
spelassifications into 6 groups as follows: 
Household furniture and contents. 
. Dwellings and dwellings and contents in a single policy. 
. Apartments. 
Small stores and dwellings. 
. Mercantile buildings. 
. Mercantile stocks. 

The basis for the present Zones is essentially historical. They are not based 
m similarity of neighborhoods and buildings or the nature of risk but are eS- 
tablished on a basis of loss experience. The filer has made no attempt to review 
the validity of zoned boundaries. Neither has the filer made any attempt to 

ify the experience of these zones except on the basis of historical precedent 
“ rience.” 
ton 8(a) (2) of the rate regulatory act prescribes, inter alia, that rates 
gall not be “unfairly discriminatory.” It is submitted that there is a rank 
discrimination particularly in adjacent zones the class of buildings and class of 
risks are similar, and yet they are subject to widely differing rates. The only 
true justification for zones is a Similarity of risks and neighborhoods. 


ij. Profit formula 

The filing is based upon the allowance of 6 percent underwriting profit. Ac- 
tually, however, the profit factor is 5 percent, with an additional 1 percent for a 
atastrophe reserve. The filer has no information on whether a separate ca- 
tastrophe reserve maintained by the insurance companies, nor what the 5 

t profit formula would return on invested capital. Neither does the filer 
jnow the actual profit of the stock companies in the past 10 years. The filer 
gncluded that the profit factor could vary from as low as 4 percent to as high 
as8percent before an adjustment was required. 

The rate regulatory act does not specify any particular amount for under- 
writing profits. It merely specifies that, inter alia, “due consideration shall be 

en * * * to a reasonable margin for underwriting profits and contingencies.” 
The filer admits that the profit rates to be allowed is within the discretion of 
the insurance commissioner. The filer has contended for an underwriting profit 
aleulated as a percentage of premium, but the real question is upon what are the 
plaintiffs entitled to make a reasonable profit. That is, whether the underwrit- 
ing profit should be calculated upon the value of the capitaleemployed in under- 
writing or whether the capital employed should be disregarded and the rate com- 
puted only as a percentage of the premium. The question as it deals with public 
utilities and other public utility corporations has been settled in that profit is 
to constitute a fair return upon the fair value of its property, used and useful 
in the public service (Citizens Water Co. v. The Pennsylvania P.U.C., 181 Pa. 
Superior Ct. 301, 304 (1956) ). 

There is no reason why this formula cannot apply to fire insurance companies. 
The very nature of the insurance business requires the stock companies to have 
capital and surplus with which to conduct the business. The investor in the capi- 
tal stock of an insurance company devotes it to the insurance business just as 
thoroughly and completely as does one who invests in the capital stock of public 
wilities. The officers and directors of insurance companies must use their cap- 
ial and surplus only in a matter authorized by law. 

It is submitted that when a business becomes so affected with a public inter- 
est that its activities are subject to regulations including the requirement of fair 
id reasonable rates, there is no reason for saying that in one class of such 
businesses the net yield shall be calculated upon the value of its property used 
id useful in the business, and that the fair return in another class of such 
companies should be calculated upon the basis of gross income, disregarding the 
capital employed in the business. 

The filer has no justification whatsoever for a rate of 5 percent plus a catas- 
tophe rate of 1 percent except its “judgment.” The filer presented no evidence 
@ the earnings of insurance companies in the past nor any basis for the adop- 
tion of a rate of 5 percent as contrasted with any other rate. 

It is significant to note that the Supreme Court of Wisconsin has sustained a 
Mofit formula of 214 percent, plus a 1-percent catastrophe loading. (Fire Insur- 
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ance Rating Bureau v. Rogan, 4 Wis. 2d 588 (1958).) It is notabl 


e that j 
rate filing made by the National Bureau of Casualty Underwriters in reg 


of New York in 1957 the filing only requested a 344-percent premium for und 
writing profits and contingencies (National Bureau of Casualty Underwriters» 
Superintendent of Insurance of State of New York, supra, 174 N.Y, Supp. of 
at p. 842). . 
The city of Philadelphia suggests that the profits to be considered in conn 
tion with the filing be based upon the fair value of the capital used ang mais 
in underwriting and that to the extent profits are based upon gross prem 
the allowance of percentage should not exceed 2%. —_ 


15. Catastrophe loading 


As pointed out above, the so-called profit formula includes 1 percent as 
catastrophe reserve, but unless this catastrophe reserve is set up as such on the 
basis of the companies and catastrophe losses charged against such reserve this 
1 percent allowance becomes nothing more than an additional profit. The filer 
presented no statistics whatsoever concerning the existence or extent of such 
reserves. From this it can only be concluded that the additional 1 percent pe. 
quested as a catastrophe allowance will be merely added to the profits of the 
companies. 

Further without such records it is impossible for the insurance commissioner 
to determine whether 1 percent is a proper, inadequate or excessive allowance, 
For all that presently appears, all losses are being charged against premiums 
with nothing being charged against the 1 percent catastrophe loading. Hence 
it can only be concluded that the additional 1 percent requested as a catastro 
phe allowance will merely be added to the profits of the insurance companies, 

It is submitted that the 1 percent catastrophe loading should be disapproved 
in its entirety. 


16. Dwellings and dwelling contents in Philadelphia 


The filing proposes an increase in the rates on dwellings and dwelling con- 
tents in Philadelphia an average of 20 percent. This proposed adjustment is 
based in part upon whether the dwelling is located in an A area or B area as 
set forth in the map attached to the filing. The B areas are those which the 
Philadelphia Fire Department has found to have the largest number of fires, 
While the filer has maintained a record for the past 6 months of the number of 
fires in B areas, no statistics are available on the actual fire losses in those 
areas. A further basis for the rate adjustment on dwellings and dwelling con- 
tents is based upon whether the dwelling is owner or tenant occupied and the 
number of families from one to four, occupying the dwellings. The obvious pur- 
pose of the proposed dwelling adjustment in Philadelphia is to create rates in 
Philadelphia for types of occupancy having the highest rate of fire frequency. 
In determining the increase to be made, the filer concluded that a 20 percent 
overall increase should be made in the rates for dwellings and dwelling contents. 
As proposed, the foregoing plan is merely a method to distribute the increase. 
The filer has no present statistics on the absolute or relative accuracy of the 
rates proposed for the various subclassifications of dwellings and dwelling con- 
tents, nor does it plan to maintain any statistics to test the validity of those 
rates. 

It was testified on behalf of the filer that improvements made by individual 
owners or groups of owners to reduce fire hazards would not qualify for lower 
rates individually, no matter how great these improvements were. The only 
exception would be those risks which would be modern redevelopment projects 
under housing authority control and supervision. Private redevelopment proj- 
ects not under housing authority supervision would not qualify for the lower 
rates. 

It was admitted on the part of the filer that if individual properties were in- 
spected for fire-hazard conditions, it would furnish a better means of relating 
the risk to the premium than by the classification of all properties in a particular 
area as being high risk property. The filer contended, that such an inspection 
program would not be practical because of the relatively small premiums charged 
on dwellings—it being contended that the average 5-year premium on a dwelling 
in Philadelphia is approximately $28. However, in about 70 to 80 percent of 
the cases the insurance includes an extended coverage on which the combine 
tion premium would be $56 or more. Further, the addition of the premium oD 
dwelling contents would obviously make the total premium derived from a par 
ticular building even higher. 
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The witness for the filer acknowledged that a group of mutual insurance com- 
‘os, most of whom deviated un to 20 percent, operated a nonprofit inspection 
[oom to inspect all risks, any many stock companies subscribe to a local inspec- 
service which also inspects properties. These inspections include residen- 
inl properties and include fire-prevention work. : 2 Cf 
@ tainly, if deviating companies and some stock companies can participate in 
tion activities, there is no reason why all companies cannot do likewise. 
As a matter of fact, the charter of the filer specifically contemplates that it will 
gage iD inspection activities. And the filer does presently engage in inspec- 
tion activities for rating buildings other than dwellings. There is a very sub- 
stantial public purpose to be and prevent unnecessary disruption in the com- 
munity which results from the occurrence of fires. 

The relationship between fire hazards and rates is fully recognized in non- 
residential buildings under the schedule rating program, And there is no sub- 
stantial reason why it should not be extended to dwellings. 

The public hearings demonstrated the tremendous scope of the program of 
the fire department and the department of licenses and inspections of the city 
of Philadelphia, in reducing and eliminating fire hazards. Yet the filer indt- 
cated that it would extend no official recognition to the results of these inspec- 
tions and indicated a disinterest in participating in an inspection program of 
oe hearings fully demonstrate the necessity for a closer relationship be- 
tween fire hazards and premiums and to grant an inducement by way of lower 
fre insurance rates to induce property owners to improve their properties. 
Bridence was presented that there is a close relationship between fire hazards 
and slums and that the elimination of fire hazards makes a substantial contri- 
bution to the elimination of slum conditions. Further, it would constitute dis- 
crimination for identical properties in the same physical condition situated on 
opposite sides of a mythical boundary within the city of Philadelphia to have dif- 
ferent rates merely by virtue of location. 

It was testified on behalf of the filer that insurers are already reluctant and 
refusing to write insurance on buildings in areas of the city of Philadelphia. 
However, the filer categorically denied any assurance that such intransigence 
would cease if the filing were approved (n.t. 810). Reference has previously 
been made to the incentive to insure prime risks provided by the system of 
contingent commissions prevalent in Philadelphia. The clear indication is that 
no reliance can be placed upon the voluntary action of the insurers to correct 
this situation. It is submitted that the insurance commissioner should give 
consideration to the institution of a compulsory assigned risk plan, such as 
as already exits in the automobile casualty field in California and Arkansas. 
The validity of such plans has been sustained (California State Automobile 
Association Inter-Insurance Bureau v. Maloney, 341 U.S. 105 (1951); North 
little Rock Transp. Co. v. Casualty Reciprocal Exchange (E.D. Ark., 1949), 85 
F. Supp. 961, aff’d 181 F’. 2d 174 (1950) ). 

It is submitted that the only fair and reasonable method of rating dwellings 
and dwelling contents is by an examination of the risks presented by particular 
buildings and that this program should be coordinated with a system of municipal 
inspections. 

This plan should be coupled with a formal plant of merit or experience rating, 
which would provide an additional incentive to reduction in fire hazards and 
safe maintenance. Such plans now exist in connection with automobile casualty 
insurance in Massachusetts and North Carolina. Their validity has been sus- 
tained (Century Cab Inc. v. Commissioner of Insurance, 327 Mass. 652, 100 N.E. 2d 
481 (1951) ; Appeal of Blue Bird Tazi Co. of Asheville, 237 N.C. 373, 75 S.E. 2d 
156 (1953) ). A voluntary program in the field of automobile casualty insurance 
already exists in Philadelphia. 


I. Fire protection and prevention in Philadelphia 


The record in this proceeding is eloquent on the completely magnificent accom- 
plishments of the city of Philadelphia in the areas of fire prevention and fire 
protection. The fire department budget, exclusive of capital expenditures, has 
tisen from $13,170,000 in 1952 to $15,842,000 in 1958. Fifteen new fire stations 
have been built since 1952 and 5 additional stations are scheduled for 1959 and 
1960. The department has secured the most modern fire equipment, some of 
which is unique in its ability to extinguish fires quickly and with a minimum of 

ge. New apparatus has practically eliminated smoke inhalation. A broad 
program of training and an examination for physical fitness has helped in pro- 
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viding physically fit firemen at the scenes of fires which enable their i 
extinguishment and a sharp reduction in loss. Fapid 
The fire department has been deeply engaged in a regular program of j 
buildings in the city of Philadelphia for fire hazards and to enable 
become familiar with building layouts. This not only helps to elim 
hazards but improves ability to fight fires. These inspections reached t 
omical rate of 668,000 in 1957 and the program is being expanded. 

The fire department conducts an extensive public relations program of fire 
prevention in cooperation with various public agencies. 

The department of licenses and inspections also makes huge numbers of care. 
ful inspections which result in the elimination of fire hazards. New legislation 
has been enacted requiring automobile fire-extinguishing equipment, metal Jaq. 
ders, and adequate fire-alarm systems in apartment buildings. The fire Code 
was amended to require sprinklers in all commercial buildings and individual 
constructions of 125 square feet in area. There have been revised building and 
fire codes; reenforcement of zoning regulations has been made more strict, 

The department of licenses and inspections now has 190 fire inspectors, That 
department has embarked on a program of house-to-house inspections covering 
339,000 structures in the older part of the city. 

An energetic program was carried out by the water department in relation to 
fire protection from 1952 to 1953, involving over $99 million. This included 
water maintenance, constructions, and cleaning of water mains, improvement of 
pumping stations and reservoirs, and completion of universal metering. This 
work was done pursuant to recommendations of the national board. 

Philadelphia is engaged in a broad program of urban redevelopment which 
includes the elimination of fire hazards by the clearance of slums and deteriorated 
buildings and the conservation of neighborhoods. 

The city of Philadelphia has received national awards annually for fire pro- 
tection and fire prevention from 1952 to 1958. 

It was admitted on behalf of the filer that all of these programs would have 
a direct result on fire losses. 

Yet the filer gave no weight to these factors and based its filing entirely on 
an analysis of past experience. This attitude on the part of the filer flies direct- 
ly in the path of the mandate of the Rate Regulatory Act which requires the 
insurance commissioner, in reviewing the proposed rates, to give “due con- 
sideration to past and prospective loss experience within and outside this Com- 
monwealth, to physical hazards, to safety and loss prevention factors * * *.” 
Obviously, the filer has given no consideration to past and prospective loss ex- 
perience, physical hazards or to safety and loss prevention hazards. If, as the 
filer admits, these factors will have a substantial effect in reducing the risk of 
loss by fire in the future they should have been given substantial recognition 
in the filing. As set forth in Aetna v. Hyde (supra, 285 S.W., at p. 76), “the 
purpose of the examination and investigation was to provide reasonable rates 
for the future.” It is not the purpose of a rate adjustment to permit filer to 
recapture past losses, any more than it is the purpose of a filing to require re 
ductions to recapture past excess profits. 

The purpose of the filing is to establish fair and reasonable rates, giving the 
fullest consideration possible to those factors which will effect the loss ex- 
perience in the future. If, as the filer has admitted activities and accomplish- 
ments of the city will of necessity have a substantial effect upon future fire 
losses then a filing which fails to give consideration to these factors is fatally 
defective. 

The city of Philadelphia is particularly concerned because while no state 
wide adjustment is made, the increases that are applicable to Philadelphia ag- 
gregate some $1,930,000 annually, or the astronomical sum of $9,650,000 on a 
5-year basis. 

Philadelphia is properly concerned that the net result of its tremendous 
accomplishments in fire prevention and fire protection and enormous financial 
sacrifice merely result in increased fire insurance rates. 

There is every indication that the proposed increases constitute rank discrim- 
ination against the city and its residents. 
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IV. SUMMARY 


1. The business of insurance is affected with the public interest. 
2. The purpose of regulating insurance rates is to promote the public welfare. 
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3, The public hearings were properly held under section 16 of the Rate Regu- 


t. : 
See city of Philadelphia is an aggrieved party in this proceeding and prop- 


participated in the hearings. ; ' , 
5, Before the insurance commissioner can approve the filing, it must affirmably 
r from the filing and the evidence presented at the hearing that the rates 
in the filing are not excessive, inadequate or unfairly discriminatory 
that they conform with the requirements of the act. ie 

¢. The filing is substantially defective for its failure to segregate the statistics 
for perils 10 and 11, for the absence of expense data covering peril 11 and for 
the failure to allocate the experience under peril 11 to those classifications where 

icable. 

7 ae statistics contained in the filing and presented in support of the filing 
are not credible for the reason that they have not been spot checked or audited 
and because neither the filer nor the actuarial bureau of the National Board 
of Fire Underwriters is in a position to accept responsibility for their accuracy 
and for the further reason that the experience of mutual members and sub- 
gribers of the filer has not been apportioned by zones in accordance with their 
gone experience. Mass ; ; : 

8, The premium statistics used in the filing are improper because they are not 
adjusted to the full increase of 6.82 by reason of the reduction in the term dis- 

in 1957. 
oF ithe premium statistics are inaccurate because the rates of the mutual 
companies have not been adjusted to the presently prevailing rates of the filer. 

10. The premium statistics are defective for failure to include earnings on 
mearned premium investments. 

11, The insurance commissioner should disregard the weighting of loss ratios 
and base his consideration of the loss experience contained in the filing, inter 
alia, upon the entire 5-year experience without regard to weighting. 

12. The expense statistics presented on behalf of the filer are not credible by 
reason of the fact that premiums and losses are recorded on an accrued basis 
whilecommissions are recorded on a cash basis. 

18. The filing is inadequate by reason of its failure to present credible expense 
data in the following respects : 

(a) The expense data is not spotchecked or audited and neither the filer 
nor the national board is in a position to assume responsibility for the 
accuracy of the expense data. 

(b) The expense data upon which the filing is based is for the single year 
1956; whereas under the Rate Regulatory Act the insurance commissioner 
is required to give consideration to not less than a 5-year period of experience. 

(ce) There is no credible breakdown of expense data allocable to Pennsyl- 
vania by categories of expense. 

(d) The expense ratios presented do not represent the expense experience 
of mutual companies nor was the experience of mutual companies adjusted 
tothe premium rates of the filer. 

(e) The allocation of total expenses to Pennsylvania even for stock com- 
panies is not credible. 

(f) Commission expense showed an unreasonable disparity and was 
excessive. 

(g) The loss adjustment expense does not represent Pennylvania ex- 
perience and is confined to the national experience of stock companies only. 

(h) The loss adjustment expense represents the experience of 1956 only 
and no statistics were presented showing the experience for the last 5 years 
for which such statistics were available. 

(i) The practice of paying contingent commissions is contrary to the 
public interest. 

14. The hearings have fully demonstrated the necessity for policing insurance 
wderwriting practices including the disallowance for rate purposes of exorbitant 
and unnecessary commissions. 

15. The filer should be required to collect and maintain its own statistics 
including detailed expense data and to assume full responsibility for their ac- 
curacy and credibility. 

16. The filer should be required to collect full information on underwriting 
practices as it affects rates, losses, and expenses. 


Ij. The filing is based upon unauthorized and improper groupings of risk 
classifications. 
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18. The proposed increase in premium rates for the risks included 
“Sprinklered risks,” is improper because it merely represents a to 
for all the classifications included in this item which the filer pro 
tribute among various classes and subclasses without authority and with 
approval of the insuranee commissioner. i Out the 

19. The zones established by the filer are improper because they are not b 
on similarity of neighborhoods, buildings, and nature of risks. : asad 

20. The profit formula should be based upon the fair value of capital 
and useful in underwriting and in the alternative it should not exceed 2 aed 
cent of premiums. 7a Det 

21. No allowance should be made for a catastrophe reserve until such rese 
are actually established by the insurance companies and separate loss expariann 
maintained therefor. 5 on 

22. The proposed rates for dwellings and contents in Philadelphia Should be 
disapproved to the extent that rate differentials depend upon the area of the ci 
in which the dwellings and contents are located. Such rates should depend 
upon the results of inspections made pursuant to an individual building inspec. 
tion plan carried out in cooperation with the Fire Department and the Depart 
ment of Licenses and Inspections of the City of Philadelphia; and rates for 
dwellings in Philadelphia. , 

23. The filer should be required to maintain specific loss experience Statistics 
for dwellings and dwelling contents in Philadelphia to enable the review of the 
validity of rate differentials. 

24. The record does not justify any overall increase in dwelling rates in the 
city of Philadelphia. 

25. The insurance companies doing business in Philadelphia should bem 
quired to establish a system of merit or experience rating for dwellings an 
contents. 

26. The insurance companies doing business in Philadelphia should be m 
quired to offer insurance at reasonable rates based upon risks to specific dwel- 
ings in the city. 

27. The city of Philadelphia has made and will continue to make great ad. 
vances in the fields of fire protection and fire prevention. 

28. The improvements in fire protection and fire prevention in Philadelphia 
will result in benefits to surrounding communities outside of Philadelphia. 

29. Improvements in fire protection and fire prevention will substantially affect 
prospective loss experience, physical hazards, safety, and loss prevention factors 
and conflagration and catastrophe hazards. 

30. The record demonstrates that the proposed rate adjustments have been 
made without giving any consideration to prospective loss experience to safety 
and loss prevention factors or to conflagration and catastrophe hazards. 

31. The proposed rate adjustments constitute rank discrimination against 
the city of Philadelphia and its residents. 

32. The record fails to demonstrate any justification for the proposed rate 
adjustments. 


in item 65, 
tal iNncreage 
DOSes to dis. 


Vv. CONCLUSIONS OF LAW 


(1) The Middle Department Association of Fire Underwriters is a duly 
licensed rating organization under section 6 of the Fire Marine and Inland 
Marine Rate Regulatory Act of June 11, 1947 (Public Law 551, 40 PS, sec. 
1221 et seq.). 

(2) The middle department made its consecutive filing No. 153 with the insur- 
ance commissioner of Pennsylvania on September 17, 1958, under section 4 of the 
Rate Regulatory Act. 

(3) The said filing became effective on October 17, 1958, by the action of the 
insurance commissioner in refraining from approving or disapproving the 
filing or extending the waiting period. 

(4) Upon complaint of the city of Philadelphia as an aggrieved party against 
the action of the insurance commissioner in permitting the said filing to become 
effective, the insurance commissioner properly suspended the said filing under 
section 16(a) of the Rate Regulatory Act. 

(5) A public hearing upon the filing was properly held by the insurance com- 
missioner after due notice under section 16 of the Rate Regulatory Act and 
in accordance with the administrative agency law of June 4, 1945, Public Law 
1388, as amended (71 P.S., sec. 1710.1, et seq.). 


(6) " 
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hearing legally complied with the administrative agency law, and 
ns who appeared and had a direct interest in the proceedings were 


bar The city of Philadelphia and the city of Pittsburgh were aggrieved 

i. in the said proceedings and properly participated in the presentation of 
—, and the examination and cross-examination of witnesses. 

g) The insurance commissioner properly exercised his discretion in allowing 
the city of Philadelphia and the city of Pittsburgh to intervene and participate 
Bae ne bearing having been held, the insurance commisisoner may properly 
pk to consider the entire record and render his decision thereon. 

(10) The evidence presented by the city of Philadelphia relating to its fire 

ention and fire protection activities were properly admitted into the record. 
mi) Under section 1 of the Rate Regulatory Act of 1947, the insurance 

oner has the duty of regulating fire insurance rates to the end that 
ote the public welfare. 

a) The ieee commissioner has the duty of deciding whether con- 
weutive filing No. 153 meets the requirements of the Rate Regulatory Act 
jased upon a preponderance of the evidence in the record. 

(13) A preponderance of the evidence in the record demonstrates that the 
rates proposed by the filing are excessive and unfairly discriminatory and 
entrary to section 3(a) (2) of the act. ; 

(14) The preponderance of the evidence in the record demonstrates that the 

has not given due consideration to past and prospective loss experience 
within and outside of Pennsylvania, to physical hazards, to safety and loss 
prevention factors, to underwriting practice, to conflagration and catastrophe 
hazards, to a reasonable margin for underwriting profit and contingencies, and 
to past and prospective expenses, both countrywide and those specially appli- 
able to Pennsylvania. 

(15) A preponderance of the evidence in the record demonstrates insufficient 
information or credible statistical data in support of the filing. 

(16) The record does not contain sufficient credible loss statistical data rela- 
tive to zones, classes, and groups of risks to enable the insurance commissioner to 
determine that the proposed rate adjustments therein are justified. 

(17) The filing improperly groups risk classifications. 

(18) The record fails to disclose sufficient credible expense data over a suffi- 
cent period of time to enable the insurance commissioner to give due considera- 
tion to past and prospective expenses. 

(19) The record fails to demonstrate that 5 percent is a reasonable margin 
for underwriting profit. 

(20) The record fails to demonstrate that 1 percent is a reasonable margin 
for contingencies. 


(21) The record fails to justify the establishment of the geographical zones 
set forth in the filing. 

(22) The filing demonstrates that the geographical zones set forth in the filing 
arenot maintained on the basis of similarities of buildings and risks. 

(23) The proposed rate changes on dwellings and dwelling contents in zone 4 
are without jurisdiction. 

(24) The proposed rate changes on dwellings and dwelling contents in zone 
4are unfairly discriminatory. 

(25) The filing and the testimony in support thereof do not meet the require- 
nents of the Rate Regulatory Act of 1947. 

(26) The filing should be disapproved by the insurance commissioner for the 


o that it fails to meet the requirements of the Rate Regulatory Act as set 
above, 


Respectfully submitted. 


ALAN Mies RusEN, 
Assistant to the City Solicitor, 
Levy ANDERSON, 
First Deputy City Solicitor, 
Davip BERGER, 
City Solicitor, 
Attorneys for the City of Philadelphia. 
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LISTING SUBMITTED TO THE SUBCOMMITTEE BY ALLSTATE INSURANCE Co 
MISSOURI 


April 8, 1954: Independent filing—rates established at a differentia) of 
proximately 20 percent below bureau term rate converted to annual rate “> 

April 27, 1954: Department asks for further information. , 

July 26, 1954: Department rejects town classification contained in 

February 1, 1955: Missouri department advised that Allstate h 
Missouri Inspection Bureau for town classification service only, 

February 7, 1955: Department rejects filing of fire policy. 

February 28, 1956: New filing—20 percent below bureau term rat 
to annual rate (as subscriber to Missouri Inspection Bureau for to 
ice only.) 

March 1, 1956: Filing approved—except as to partial payment plan and pu 
suant to Allstate’s agreement to use Missouri Audit Bureau for auditing ae a 
daily reports. 


filing. 
ad joined 


€ converted 
Wn. list sery. 


NEW YORK 
A. Dwelling rates 


August 30, 1954: Independent filing of dwelling rates at a differentia) of 20 
percent below bureau term rate converted to annual rate. i 
September 21, 1954: Filing approved. 


I. Aggrieved person case 


January 5, 1955: Hearing before Deputy Superintendent Raymond Harris at 
the New York department, 61 Broadway, New York City. This hearing was 
held at the request of NYFIRO and eight of its petitioner members. 

The request was based on the ground that the Allstate filing should have been 
disapproved or its rates increased to bureau level. 

Present were— 

For the department: Joseph F. Collins, chief, rating bureau; J. Malmuth 
rating bureau; and H. Sohmer, rating bureau. . 

For Allstate Insurance Co.: Henry 8S. Moser and George H. Kline, both 
as counsel. 

For New York Fire Insurance Rating Organization: Abraham Kaplan, 
George I. Gross, Charles P. Butler, and Irving York, attorneys for petitioner. 

Allstate made a preliminary motion to dismiss on the ground that petitioners 
were not “aggrieved” within section 186(3) of the insurance law, and, therefore, 
not entitled to a hearing as a matter of right. 

Following oral arguments, briefs were submitted by both sides. 

January 27, 1955: Departmental order granting Allstate’s motion for dismissal. 

May 26, 1955: Suit filed by bureau and petitioner members against Superin- 
tendent Holz (Cullen et al., v. Holz et al., Supreme Court of New York County, 
proceeding No. 1). The complaint asked that (1) Superintendent Bohlinger’s 
ruling of January 27, 1955, denying them a hearing as a matter of right be an- 
nulled, and (2) that the superintendent be directed to conduct the hearing which 
had been dismissed by departmental order of January 27, 1955. 

April 17, 1956: Court order (in suit filed May 26, 1955, Supreme Court of New 
York County). Mr. Justice Levey held that the question as to dismissal of the 
first hearing by Superintendent Bohlinger was moot since his successor had con- 
vened a hearing covering the same subject matter and had ruled on the merits. 

This case was dismissed. 

April 30, 1956: Dismissal appealed to New York Supreme Court, appellate 
division, first department (Application of Cullen et al, v. Holz et al., proceeding 
No. 2). 

II. Independent fire rate case 

April 25-27, May 10-12-13-19, 1955: Hearings (by order of the newly ap 
pointed Superintendent Holz) pursuant to request by the same petitioners that 
the superintendent convene a hearing on his own initiative (as authorized by 
section 186(3)). This hearing was likewise held at 61 Broadway, New York 
City, and was conducted by Superintendent Holz. 

The purpose of these hearings, as stated by the superintendent, was to re 
view the department’s prior determination approving Allstate’s dwelling rate 
filing of August 30, 1954. 
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nt were— a i 
genator Abraham Kaplan, representing New York Fire Insurance Rating 
rganization. 
Hon. Joseph H. Proskauer, Henry Moser, Esq., and P. W. Haberman, Jr., 
Bsq., representing Allstate Insurance Co. Also present were: C. B. Kenney, 
L G, McKnight, J. A. Reynolds, A. J. Regenburg, T. J. Spenker, ete. 
July 1, 1955: Departmental order—approval of independent filing of Septem- 
vet 21 1954 reduced to 15 percent below bureau term rate converted to annual 
’ , 


raebet 31, 1955: Second suit filed by bureau and petitioner members appealing 

the superintendent's order of July 1, 1955, allowing a 15-percent differential 

plow comparable bureau rates, and praying for order directing the superin- 
dent to reject Allstate’s application for such independent filing (Cullen et al. 

eae et al., Supreme Court of New York County, proceeding No. 2). 

* Oross petition by Allstate to set aside Superintendent Holz’ reduction of its 

differential from 20 to 15 percent. 


III. Consolidated proceedings 


April 24, 1957: All pending litigation transferred to and combined in New 
York Supreme Court, appellate division, first department, as Matter of Applica- 
tion of Cullen et al. v. Holz et al., proceedings No. 1 and No. 2. tts ‘ 

November 1958: Allstate voluntarily withdrew its cross-petition (against 
Superintendent Holz’ reduction of its differential from 20 to 15 percent by in- 
dusion of such withdrawal in its brief to the appellate division of the Supreme 
Court of New York in the consolidated actions. : ; 

Over 3 years had elapsed and the question had, in effect, become academic. 
Allstate had no fire experience in 1955, and preferred to use its substantial 1958 
experience as basis for a new application to the superintendent, in a new pro- 
‘phan 9, 1958: Without formal opinion, the appellate division ruled on both 
proceedings. In the first matter, the trial court’s action in dismissing the com- 
plaint as moot was affirmed. 

In the second matter, the superintendent’s action in approving Allstate’s inde- 
pendent dwelling filing and reducing differential from 20 percent to 15 percent 
was affirmed and for the purposes of so doing the court treated NYFIRO as an 
aggrieved party. 

January 20, 1959: NYFIRO’s motion for leave to appeal denied by appellate 
ivision. 

Saiatuaey 16, 1959: NYFIRO’s motion for leave to appeal filed with court of 
appeals. 

"Opposition motions by Allstate and the attorney general have been filed, and 
the issues are now pending in the court of appeals. 

Proskauer, Rose, Goetz & Mendelsohn, 300 Park Avenue, New York, N.Y., were 
of counsel for Allstate on the briefs in the above litigation. 

Powers, Kaplan & Berger, and Charles P. Butler were of counsel for the bu- 
reau and.its petitioner members. 

The basic position of the bureau companies throughout the nearly 6 years of 
administrative hearings and litigation outlined above may be simply stated, and 
mnotated by reference to their briefs, in the appellate division: 

1. Rates less than bureau rates are unlawful; hence, competition is irrelevant : 

“The crux of petitioners’ case is that the Allstate filings reflect rates 
which are unlawful * * * (p. 23).” 

“The superintendent injects into the real issues of whether Atlstate rates 
conform to the requirements of section 188 [i.e., that they be not discrimina- 
tory, inadequate, or excessive] and whether competitive injury resulting 
therefrom constitutes a grievance, the irrelevant question of whether com- 
petitwe rates are at all permissible under the insurance law (p. 36).” 
{Emphasis supplied. ] 

2. Competition is lawful only if rates are uniform and rates must be kept 
tiform so long as uniformity is desired by bureau companies : 

“The filing made by Allstate prescribed rates at least 20 percent lower than 
the comparable rates promulgated by NYFIRO. This was concededly » com- 
petitive advantage. The superintendent of insurance permitted the Allstate 
filing to become effective on September 21, 1954. This meant that after that 
date Allstate could sell policies in competition with petitioners at a price 
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which petitioners were prohibited by law from meeting. The bar tenet! 
tioners reducing their rates to meet the Allstate competition is a 
185(1) of the insurance law which provides that ‘no member or subscriber 
of any rating organization * * * shall charge or receive any rate which 
deviates from the rates * * * made and filed by such rating densanae 
tion * * * except as provided in this article’ (pp. 22, 23).” ” 
There is no “bar to petitioners reducing their rates.” To the contrary, section 
185 specifically authorizes any bureau member or subscriber to deviate, Subject 
to the superintendent’s approval, and there is no statutory requirement for bu- 
reau affiliation, hence any insurer can make independent filings. 
There is present in this situation only the desire of the bureau companies that 
no one reduce rates. 


B. Commercial rates 


March 14, 1958: Commercial fire deviation filed, 15 percent below bureay 
term rate converted to annual rate. 

September 9, October 3, 21, 22, 1958: Hearing conducted by Hon. Arthur F 
Lamanda, first deputy superintendent, at 123 William Street, New York, N.Y. 

Present were: 

For the department: George Gross, deputy superintendent and counsel: 
Joseph Collins, chief of rating bureau; Frank Harwayne, chief actuary of 
casualty bureau; Harold Sohmer, examiner, rating bureau. 

For Allstate: George H. Kline, counsel; Donald L. Schaffer, assistant gen- 
eral counsel; A. J. Regenburg. 

For NYFIRO: Abraham Kaplan, Powers, Kaplan & Berger, counsel; 
George I. Gross, Powers, Kaplan & Berger, counsel; Lillian D. George, 
Powers, Kaplan & Berger; Kenneth O. Smith, general manager of NYFIRO, 

Convened pursuant to section 185(4) of the new York insurance laws (ie, 
by reason of NYFIRO’s failure to waive hearing) the issue was whether the 
department should approve Alistate’s pending application for a 15-percent devi- 
ation on commercial fire and allied line rates. 

NYFIRO argued that an application for deviation must be based on actual 
experience and “that no application for reduction in rates can be based upon a 
prediction of what expenses might be in the future” (p. 62, transcript of Sep- 
tember 9, 1958). 

Allstate’s position was that for its entry into this new line of fire insurance 
it was “entitled to show expense savings in its unique method of operation 
(p. 63, transcript of September 9, 1958) and that “the department’s determina- 
tion In the Matter of Government Employees was determinative of the fact that 
the department credited the use of prospective expenses” (p. 64, transcript of 
September 9, 1958). In other words, that Allstate could project expense figures 
and could not be required to sell at full rate during the period over which it 
was accumulating actual experience. 

January 8, 1959: Departmental order approving Allstate’s application for a 
15-percent deviation from bureau term rates converted to annual rate. 

March 2, 1959: New York State Association of Insurance Agents, Ine. (by its 
counsel, C. Joseph Danahy), requests Supt. Thomas Thatcher to reconsider 
departmental order of January 8, 1959. 


WYOMING 


April 5, 1954: Independent filing—20 percent below bureau term rate con- 
verted to annual rate. 

January 23, 1956: Conference with Commissioner Taft. Allstate was repre 
sented by George H. Kline, assistant general counsel; L. G. McKnight, assistant 
secretary ; and Attorney Byron Hirst, Cheyenne, Wyo. 

February 9, 1956: Refiling. 

March 20, 1956: Filing approved—15 percent below bureau. 


VIRGINIA 


March 7, 1956: Application for 15 percent deviation filed. 

May 4, 1956: Order of State corporation commission, bureau of insurance, 
setting hearing on June 27, 1956, in State Office Building, Richmond, Va., and 
assigning case No. 13022. 

June 27, 1956: Hearing conducted by Commissioners W. Marshall King (chair- 
man) and Ralph T. Catteral. 
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The following persons appeared: George H. Kline, George R. Humrickhouse, 
L. Williams, counsel for Allstate Insurance Co., and C. B. Kenney, 
jor vice president ; Alexander W. Neal, Jr., counsel for Virginia Association 
sp insurance Agents; Claude W. Minor, counsel for Virginia Insurance Rating 
Bureau ; Alden E, Flory, counsel for Virginia Farm Bureau Mutual Insurance 
. Bamund W. Hening, Jr., counsel for Mutual Insurance Agents of Virginia 
and District of Columbia, and Norman 8. Elliott, counsel for State corporation 
Se arite was said by counsel for the Virginia Insurance Rating Bureau 
to involve “the first major deviation by class of risk that has been presented 
tothe commission.” ; 
The basic issue was whether Allstate properly could project expenses for their 
pusiness when at the time of the hearing it had completed but 1 full year in 
the fire insurance business. Z - . 
July 5, 1956: Order approving filing of March 7, 1956, and authorizing 15 
percent deviation for 1 year from July 5, 1956. 


WASHINGTON 


August 13, 1954: Independent filing—rates established at a differential of 
approximately 20 percent below bureau term rate converted to annual rate. 

August 26, 1954: Commissioner requests 15-day extension. 

September 10, 1954 : Filing disapproved. 

December 30, 1954: Allstate requests hearing. 

February 8, 1955: Hearing before Commissioner William A. Sullivan at his 
office in Olympia, Wash. Present were: Lee I. Kueckelhan, chief deputy, office 
of the insurance commissioner, acting as hearing examiner; William D. Yerkes, 
rate supervisor, office of the insurance commissioner; and Bernard G. Lonctot, 
chief assistant attorney general, assistant attorney general for the insurance 
commissioner’s Office; Henry S. Moser, vice president and general counsel, ap- 
pearing for Allstate Insurance Co.; C. B. Kenney, senior vice president; and 
L G. McKnight, assistant secretary; Robert D. Williams, of Williams & Wil- 
liams, attorney at law, Suite 1817, Exchange Building, Seattle, Wash., appear- 
ing for him on behalf of Allstate Insurance Co. 

The essential issue was whether Allstate could justify its deviation or whether 
itshould sell a particular policy at full rates. 

April 4, 1955: Order No. 28—filing rejected. Inter alia, the commissioner found 
that the proposed rates were “based on conjecture and assumption and would, in 
some instances, produce a differential far in excess of 20 percent.” 

April 26, 1955: Suit filed by Allstate in superior court of Thurston County 
seeking reversal of commissioner’s rejection of its filing. 

June 9, 1955: Suit dismissed on Allstate’s motion. 

July 15, 1955: Allstate makes a new independent filing of rates at a differential 
of approximately 15 percent below the new bureau term rate converted to annual 


rate. 

July 28, 1955 : Filing disapproved. 

August 19, 1955: Allstate requests hearing. 

September 13, 1955: Hearing before Commissioner Sullivan in his office at 
Olympia, Wash. 

Present were: Lee I. Kueckelhan, chief deputy, office of the insurance com- 
nissioner; William D. Yerkes, rate supervisor, office of the insurance commis- 
sioner; Bernard G. Lonctot, chief assistant attorney general, assistant attorney 
general for the insurance commissioner’s office; George H. Kline, assistant gen- 
eral counsel, appearing for Allstate Insurance Co.; C. B. Kenney, senior vice 
president; L. G. McKnight, assistant secretary; and Robert D. Williams of 
Williams & Williams, attorney at law, Suite 1817 Exchange Building, Seattle, 
Wash., appearing for and on behalf of Allstate Insurance Co. 

October 7, 1955: Order No. 32—filing rejected. Inter alia, the commissioner 
found that Allstate lacked actual experience in fire insurance and that its pro- 
posed rates were based on “conjecture and assumption.” 

; ane _e: Order No. 39—rescinding order No. 32 and approving filing of 

Order No. 39 was based on the fact that subsequent to order No. 32, Allstate 
had completed a year in the fire business (1955) and had submitted its actual 
experience for that year. Figures thus made available showed that its ex- 
Petience in fire insurance warranted the conclusion that to approve its filing 
Would be in the public interest. 


47932—60—pt. 8S——-20 
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Prior to the issuance of this order, examiners from the Washin 
Department verified Allstate’s expense figures by visiting Allsta 


ston Insurance 
in Skokie, Ill. te’s home office 
WEST VIRGINIA 


April 22, 1955: Independent filing—rates established at a differenti 

roximately 20 percen , , lal of ap. 
prem y percent below the bureau’s term rate converted to an annual 

July 14, 1955: Request to West Virginia departmen 
Rating Bureau. 7 ~ ot SE: SEOROEAL- AS Allstate 

August 11, 1955: Order—approving licensing of Allstate i 
West Virginia and setting down for hearing on September ee oe by 
filing of Allstate Insurance Co. at the office of the commissioner State Ofte 
Building, Charleston, W. Va. (hearing mandatory under West Virginia law), 

September 6, 1955: Date of hearing postponed to October 6, 1955. ). 

September 15, 1955: Filing by Allstate Rating Bureau on behalf of Allsta 
Insurance Co. (in effect a duplication of original April 22, 1955, filing) ” 

October 6, 1955: Hearing—present were: Thomas J. Gillooly, commission ‘ 
Louie Miller, Jr., chief deputy commissioner ; Troy W. Cox, deputy commissioner’ 
and Donald L. Schaffer, attorney for the department; George H. Kline assist 
ant general counsel; Clarence B. Kenney, senior vice president; and L.G M ; 
Knight, assistant secretary, for the Allstate Insurance Co.; Robert W hema 
Jr., counsel for West Virginia Inspection Bureau; D. G. Greenfield, manager 
of the West Virginia Inspection Bureau; and M. V. Bickel, Charleston manager 
of the West Virginia Inspection Bureau; Rosser G. Long, chairman of the execy- 
tive committee of the West Virginia Association of Insurance Agents. 

This hearing did not get to the merits of the application inasmuch as it was 
devoted entirely to preliminary motions. 

Allstate objected to the commissioner’s statement that the hearing had been 
convened under the first part of article 4, section 14, of the West Virginia 
Insurance Code and moved for discontinuance on the ground that the hearing 
was improperly convened. This motion was overruled. 

Allstate then moved to bar participation of the West Virginia Inspection Bu- 
reau on the ground that it was not a proper party to a hearing convened under 
the first part of article 4, section 14. This motion was overruled. 

The hearing was recessed until October 27, 1955; subsequently, by agreement, 
the date for reconvening was continued to January 4, 1956. 

January 4, 1956: Hearing reconvened at same place. Allstate was repre 
sented by George H. Kline; C. B. Kenney, senior vice president ; L. G. McKnight, 
assistant secretary; and others. D. G. Greenfield, manager of the West Virginia 
Rating Bureau, testified at the commission’s request. Mr. Greenfield was repre- 
sented by Robert Lawson, Esq. 

The primary question presented was the adequacy of Allstate’s proposed 
annual rate which was approximately 20 percent less than the existing term 
rates converted to an annual basis.” The commissioner found that the proposed 
rate was adequate and by order dated March 1, 1956, approved the filing made 
on its behalf. 

TEXAS 


November 22, 1954: Application filed for 20-percent deviation from bureau 
term rate converted to annual basis. 

December 20, 1954: Allstate requests hearing on its request to rearrange first 
page of Texas standard policy. 

January 26, 1955: Hearing at State board of insurance office, Austin, Tex. 

April 13, 1955: Proposal to rearrange first page of policy approved. 

May 25, 1955: Application for approval of a reduced rate filing at a 20-percent 
deviation. 

June 1, 1955: Letter from Texas board requesting clarification of May 25 
filing and requesting refiling. 

June 3, 1955: Refiling of application for a 20-percent deviation. 

June 8, 1955: June 3 filing approved. 

August 22, 1957: Effective date of New Texas fire deviation law (senate bill 
123). 

August 27, 1957: Allstate files request for continuation of rate deviation. 

September 4, 1957: Commissioner requests additional supporting information 
and sets hearing for October 7, 1957, before the State board of insurance, 815 
Brazos Street, Austin, Tex. 
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r 7, 1957: Hearing. Allstate represented by Donald L. Schaffer, assist- 
t general counsel; Keith Kelly, Fort Worth, Tex., of counsel; and L. G. 
= nt, assistant secretary. 
were— 

= a Dees Allstate’s variation of the key rate formula constitute a uniform 

percentage deviation ‘from the class rate or schedules or rating plans re- 

ting fire insurance and its allied lines of insurance or class of risk within 

such kind of insurance or a combination thereof promulgated by the board 
within the meaning of senate bill 123%’ 

2, “Is Allstate’s deviation application of 20 percent justifiable solely on 
the basis of expense savings, and is the board limited to expense savings or 
may it also consider loss expense in determining whether or not the devia- 
tion application is properly supported?” L 

As to the first issue, Allstate made an affirmative argument. On the second 
jgsue, Allstate argued that the deviation was justified on the basis of expense 
savings alone. However, in the particular instance, the deviation could also be 

ified solely on the basis of loss experience or on the basis of combined loss 
experience. 
oder 14, 1957 : Alternate filing (excluding the key rate variations relative 
to degrees and type of fire protection contained in the August 27, 1957, filing— 
reent deviation ). x 

November 1957: Alternate filing approved. 

The October 7, 1957, hearing was one of the first held by a reorganized board 
mder a new fire rating law. 

NORTH CAROLINA 


May 22, 1957: Application for 15-percent downward deviation from bureau 
rates filed. yee ; P , 

May 28, 1957: Application denied by North Carolina department on the ground 
that a showing of 3 years’ successful fire operation in the State had not been 


made. 
June 14, 1957: Hearing requested by Allstate. 
June 14, 1957: Hearing in commissioner’s office, 300 Labor Building, Raleigh, 


C, . 

October 3, 1957: Allstate’s brief in support of application filed. Bureau waives 
right to file counterbrief. ie 

November 5, 1957: Order approving deviation. 


EXHIBIT D 


From PROCEEDINGS OF ANNUAL MEETING, 1946, of NATIONAL ASSOCIATION OF 
INSURANCE COMMISSIONERS 


REPORT OF THE SHERMAN ACT SUBCOMMITTEE, DECEMBER 5, 1946 


The conference committee, after careful consideration of the proposals of 
the National Association of Independent Insurers, recommended the adoption 
of the following amendments to the casualty and surety and fire, marine and 
inland marine rate regulatory bills. 

Section 4(a) of the casualty bill is amended to read as follows: 

“(a) Every insurer shall file with the (commissioner) every manual of 
dassifications, rules and rates, every rating plan and every modification of 
uy of the foregoing which it proposes to use. Every such filing shall state 
the proposed effective date thereof, and shall indicate the character and extent 
of the coverage contemplted. When a filing is not accompanied by the informa- 
tion upon which the insurer supports such filing, and the (commissioner) does 
not have sufficient information to determine whether such filing meets the re- 
quirements of the Act, he may require such insurer to furnish the information 
“pon which it supports such filing. Any filing may be supported by (1) the 
experience or judgment of the insurer or rating organization making the filing, 
(2) the experience of other insurers or rating organizations, or (3) any other 
factor which the insurer or rating organization deems relevant. A filing and 
amy supporting information shall be open to public inspection after the filing 
becomes effective.” 

Section 4(a) of the fire bill is amended to read as follows: 

“(a) Every insurer shall file with the (commissioner), except as to inland 
marine risks which by general custom of the business are not written according 
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to manual rates or rating plans, every manual, minimum, class r 
schedule or rating plan and every other rating rule, and every mod 


ate, rating 


iff 
any of the foregoing which it proposes to use. Every such filing shal} tate’ tae 


proposed effective date thereof, and shall indicate the character and extent of 
the coverage contemplated. When a filing is not accompanied by the ieforme 
tion upon which the insurer supports such filing, and the (commissioner ) dou 
not have sufficient information to determine whether such filing meets the re 
quirements of the Act, he may require such insurer to furnish the information 
upon which it supports such filing. Any filing may be supported by (1) the 
experience or judgment of the insurer or rating organization making the fili 

(2) the experience of other insurers or rating organizations, or (3) any eae 
factors which the insurer or rating organization deems relevant. A filing and 
any supporting information shall be open to public inspection after the filin 
becomes effective. Specific inland marine rates on risks specially rated, made > 
a rating organization, shall be filed with the (commissioner) .” 

Section 5 of the casualty bill is amended by adding thereto the following new 
subsection : 

“(e) No manual of classification, rule, rating plan, rating system, pian of 
operation or any modification of any of the foregoing which establishes stand- 
ards for measuring variations in hazards or expense provisions, or both, shall 
be disapproved if the rates thereby produced meet the requirements of this 
Act.” 

Section 5 of the casualty bill is amended by adding thereto the following new 
subsection : q 

(e) No manual, minimum, class rate, rating schedule, rating plan, rating 
rule, rating system, plan of operation or any modification of any of the fore- 
going shall be disapproved if the rates thereby produced meet the requirements of 
this Act.” 

These amendments were offered and adopted for the purpose of avoiding 
possible misinterpretation of the intent of the sections amended. The amend- 
ments do not represent a departure in principle from the bills as approved at 
Portland, Oreg., in June 1946. 

ExHIBIT E 


REPORT OF THE SHERMAN ACT SUBCOMMITTEE, DECEMBER 5, 1946 


The conference committee, after careful consideration of the proposals of the 
National Association of Independent Insurers, recommended the adoption of the 
following amendments to the casualty and surety and fire, marine, and inland 
marine rate regulatory bills. 

Section 4(a) of the casualty bill is amended to read as follows: 

“(a) Every insurer shall file with the (commissioner) every manual of 
classifications, rules and rates, every rating plan and every modification of any 
of the foregoing which it proposes to use. Every such filing shall state the 
proposed effective date thereof, and shall indicate the character and extent of 
the coverage contemplated. When a filing is not accompanied by the informa- 
tion upon which the insurer supports such filing, and the (commissioner) does 
not have sufficient information to determine whether such filing meets the 
requirements of the Act, he shall require such insurer to furnish the information 
upon which it supports such filing, and in such event, the waiting period shall 
commence as of the date such information is furnished. The information fur- 
nished in support of a filing may include (1) the experience or judgment of 
the insurer or rating organization making the filing, (2) its interpretation of 
any statistical data it relies upon, (3) the experience of other insurers or 
rating organization, or (4) any other relevant factors. A filing and any sup- 
porting information shall be open to public inspection after the filing becomes 
effective.” 

Section 4(a) of the fire bill is amended to read as follows: 

“(a) Every insurer shall file with the (commissioner), except as to inland 
marine risks which by general custom of the business are not written according 
to manual rates or rating plans, every manual, minimum, class rate, rating 
schedule or rating plan and every other rating rule, and every modification of 
any of the foregoing which it proposes to use. Every such filing shall state 
the proposed effective date thereof, and shall indicate the character and extent 
of the coverage contemplated. When a filing is not accompanied by the infor- 
mation upon which the insurer supports such filing, and the (commissioner ) 
does not have sufficient information to determine whether such filing meets the 
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uirements of the Act, he shall require such insurer to furnish the information 
hich it supports such filing, and in such event, the waiting period shall 
commence as of the date such information is furnished. The information fur- 
nished in support of a filing may include (1) the experience or judgment of 
the insurer or rating organization making the filing, (2) its interpretation of 

‘ statistical data it relies upon, (3) the experience of other insurers or 
lee organizations, or (4) any other relevant factors. A filing and any sup- 
= ting information shall be open to public inspection after the filing becomes 
effective. Specific inland marine rates on risks specially rated, made by a 
rating organization, shall be filed with the (commissioner. )’ 

Section 5 of the casualty bill is amended by adding thereto the following new 
subsect mn: 

“(e) No manual of classifications, rule, rating plan, or any modification of 
any of the foregoing which establishes standards for measuring variations in 
hazards or expense provisions, or both, and which have been filed pursuant to 
the requirements of Section 4 of this Act, shall be disapproved if the rates 
thereby produced meet the requirements of this Act.’ 

Section 5 of the fire bill is amended by adding thereto the following new 

ion: 
an. No manual, minimum, class rate, rating schedule, rating plan, rating 
rule or any modification of any of the foregoing, which has been filed pursuant 
to the requirements of Section 4 of this Act, shall be disapproved if the rates 
thereby produced meet the requirements of this Act.” : 

These amendments were offered and adopted for the purpose of avoiding pos- 
sible misinterpretation of the intent of the sections amended. The amendments 
do not represent a departure in principle from the bills as approved at Port- 
land, Oreg., in June 1946. 

Commissioner HARRINGTON (Massachusetts). Mr. Chairman, I move the adop- 
tion of the report if it concurs with the views of the other members of the com- 
mittee who are present. 

Commissioner McCorMack (Tennessee). I second the motion. 

President DINEEN. Is there any discussion or debate? Are you ready for the 
question? All in favor, signify their approval by saying “Aye.” Opposed, 
“No.” The “Ayes” have it, and it is so ordered. 

Commissioner Johnson, the Examinations Committee. 

Commissioner SULLIVAN (Washington). Mr. President, I move that the Fed- 
eral Legislation Committee as now constituted be continued by this association 
for 1 more year. 

President DINEEN. Do I hear a second? 

Commissioner Forses (Michigan). I’ll second it. 

President DINEEN. Is there any debate? Are you ready for the question? All 
in favor, signify their approval by saying “Aye.” Opposed, “No.” The “Ayes” 
have it, and it is so ordered. 


req] 
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MINUTES OF THE 13TH ANNUAL MEETING OF THE NoRTH CAROLINA FIRE INSURANCE 
RATING BUREAU, HELD AT RALEIGH, N.C., OcTOBER 2, 1958 


Manager W. S. Bizzell called the meeting to order and asked for nominations 
for chairman of the meeting. Mr. M. W. Slawson was nominated and unani- 
mously elected chairman and took the chair. Mr. Slawson called for the nomina- 
tion of secretary. W. S. Bizzell was nominated and unanimously elected. 


MINUTES OF LAST MEETING 


The minutes of the last meeting, having been previously sent to all members, 
tpon motion duly seconded, it was voted that the minutes of the 12th annual 
meeting, held on October 9, 1957, be approved as written. 

Rollcall was dispensed with, in view of the fact that cards had been signed 
by all representatives and a quorum was present. Governing Board Vice Chair- 
man ©. D. Arthur, who had previously been appointed as chairman of a sub- 
committee to canvass the registration, stated that 90 member companies were 
tepresented by direct representation or by proxy. 


APPOINTMENT OF NOMINATING COMMITTEE 


There being no objection voiced, the chairman appointed a nominating com- 
mittee composed of Mr. David L. Royer, assistant secretary, U.S. Fidelity and 
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Guaranty Co., Mr. J. M. Battle, vice president, Northwestern 
Co., and Mr. Harold H. Smith, assistant secretary, Continen 


Mutual Insuran 
tal Insurance Co, 


REPORT OF MR. M. W. SLAWSON, CHAIRMAN OF GOVERNING BOARD 


Mr. C. D. Arthur, vice chairman, was asked to preside during presentatio 
the governing board chairman’s report. ; a¢ 

“Gentlemen, just short of a year ago, you bestowed upon me in ab 
signal honor of chairmanning the governing board of the North ¢ 
Insurance Rating Bureau during its 13th business year. Despite the attendant 
implications, our 13th has been a year during which the pluses comforabl 
outweighed the minuses, in my opinion, with respect to things accomplished , 

“The 714-percent overall fire rate increase which became effective February 
15 of the current year was perhaps the principal plus item. Almost a third of 
the increase (2.3 percent to be exact) was attributable to the adoption of the 
new term multiple. 

“The adverse effect of a State supreme court decision denying us a well. 
deserved rate increase on farm property was at least partially mitigated by the 
adoption, with Commissioner Gold’s approval, of the so-called protected dwelling 
endorsements. Although somewhat unique, these endorsements provide a 
realistic approach to a vexing situation, and, while they may not represent a 
permanent solution, there is every indication, thus far, that they are producing 
the desired results. 

“In view of the rate increases and form changes, effective January 1, 1957 
we have made no extending coverage or windstorm filings during this year. The 
form changes referred to are the mandatory $50 windstorm and _ hail logs 
deductible clause and the television antenna exclusion. 

“Crop-hail rates were approved as filed (based on the all-time loss cost by 
counties), except that in respect of two counties the commissioner disapproved 
rates which were in excess of the arbitrary maximum he had set. 

“In the general area of deviated rate filings, I am sure you are familiar with 
the situation as respects the Insurance Co. of North America. Perhaps it should 
be recorded, however, that the 5-percent deviation fire, and extended coverage, 
on a large number of classes including ‘Homeowners,’ in effect for the year 
ended May 5, 1958, was not approved, and the North America Cos. currently 
are writing at manual rates. Under date of July 30, 1958, the Insurance (Co. 
of North America made application to the commissioner for a 10 percent devia- 
tion on the same classes, including ‘Homeowners.’ Date for a hearing was 
originally set for September 16 and subsequently postponed until November 12, 
at the company’s request. 

“Other companies, 14 in number, which had deviations for the year ended 
August 31, 1958, requested deviations for another year. No additional com- 
panies applied. In general, the filings followed the previous year’s pattern, 
with 11 applying to automobile physical damage and 4 to homeowners polices. 
The latter include the following companies: 


Sentia the 
arolina Fire 


Percent 
Aiietaho TnsereRCe OO ss eh eet ice cues at ee 10 
one Mutant Tire tneurdnee Oo... cco css hl he eee 10 
Nationwide Mutual Fire Insurance Oo: josie iil ek le ee 15 
Uties: Wire Tineuweince Coico oe Be a ec tticu alee 10 


“On September 11, 1958, a filing was made with the commissioner of insurance 
for a reduction in automobile physical damage rates and premiums amounting to 
approximately $2,300,000. The filing is based on recommendations of the Na- 
tional Automobile Underwriters Association, our statistical agency for these 
coverages, and the ratemaking formula used countywide. A public hearing has 
been set for October 7. 

“During the fiscal year just coming to an end, the sage advice of our counsel, 
Col. William Joyner, has again been of inestimable value to all of us. Seven 
public hearings have been held and we have not been without litigation, particu- 
larly in connection with the Firemen’s Pension Fund Act. No doubt counsel in 
his report will bring us up to date on this and other pending legal matters. 

“T thank the members of the governing board for the lively interest you have 
shown in our affairs, and I am particularly grateful to Chairman Henry Seawell, 
and to each executive committee member for your consistently outstanding 
performance. 

“In conclusion, I am certain you will all agree that special commendations are 
also due Bureau Manager W. S. Bizzell, his immedaite associates, and their 
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entire staff. The road immediately ahead isn’t likely to be smooth, but I have 
every confidence that our interests in North Carolina will continue in good 
capable hands.” Bhd se ; 

Upon motion duly seconded, it was voted that report of Chairman Slawson be 
accepted and spread upon the minutes of the meeting and distributed to member- 
ebip. REPORT OF MANAGER WILLIAM 8. BIZZEL 

Mr. Chairman and members of the North Carolina Fire Insurance Rating 
Bureau, one of the obligations of bureau management is to keep the membership 
informed of those things which affect the bureau and consequently bureau mem- 
pers. We have attempted to do this during the year just ended, as in the past, 
by means of letters, not ices, and bulletins. We have advised you of public hear- 
ings, of the course of litigation, of changes in town classifications, and, of course, 
approved changes in rules and forms. It is now my privilege to report directly to 
you on the happenings during the fiscal year just passed. 


UNDERWRITING AND FILINGS 
Fire insurance 


Fire insurance premiums written during the calendar year 1957 amounted to 
$37,528,176. This was a small increase ($307,378) over the premiums for 1956. 
During the same period, premiums on homeowners policies amounted to $1,635,- 
9. This latter figure does not include all of the dwelling package policy pre- 
niums, because, as you know, the comprehensive dwelling policy is also ap- 
proved for use in this State and the premiums for this coverage are divisible 
and so reported. 

lam sure you will be glad to know that in 1957 the paid losses decreased in 
the amount of $2,072,797 from the losses for 1956. The written-paid loss ratio 
was 44.97 percent, as compared to 50.93 percent for 1956. The principal unsat- 
isfactory class continues to be farm dwellings. The loss ratio for these is still 
high; 86.19 percent for 1957 and 84.31 percent for the 5-year period. 

Rate adjustments were approved during the fiscal year, but the effect is not 
reflected in the figures which have been given. These adjustments, overall, 
amounted to 7% percent and were effective February 15, 1958. 

Previous reports have referred to futile attempts of the bureau to get ade- 
quate rates on several classes, particularly farm dwellings. Included in the fil- 
ing was a novel approach to the farm-dwelling problem. Instead of one set of 
wprotected dwelling rates (farm and nonfarm), we now have three. These flat 
rates are based on construction and physical characteristics, and the proper rate 
to apply is determined by the attachment (or nonattachment) of one of two 
endorsements. Failure to comply with the provisions of the endorsements sub- 
jects the insured to a penalty of 25 percent of the amount of any loss payment 
otherwise due. I hope that our member companies appreciate that this method 
isnot an ideal one and was adopted only after other plans had been disapproved. 
The effectiveness of this part of the filing is yet to be determined and is largely 
in the hands of the individual members but indications to date are that pre- 
niums for the unprotected dwelling classes are being substantially increased. 

Another portion of the filing was the revision of the term multiple. The effect 
of this change on premiums was fixed at 2.3 percent. Obviously, this is exces- 
sive for the first year of the increased term multiple as little prepaid term in- 
surance is written but as time goes on unquestionably the effect will increase. 
Adjusting rates to the current rate levels involves the increasing of premiums 
@llected in previous years by the amount of the increase, including, of course, 
the 23 percent for the anticipated effect of the term rule change. The earned- 
incurred-adjusted loss ratio for the 5-year period ending December 31, 1957, is 
4933 percent. Using the customary 50 percent formula, this would indicate an 
overall decrease of 1.34 percent. It seems obvious, however, that for the first 
year of the new term rule the use of the 2.3 percent effect is excessive and that 
the earned-incurred-adjusted loss ratio should be higher than indicated. 


Estended coverage endorsement 


While the 10-year extended coverage written-paid loss ratio is 98.71 percent, 
the premiums for 1957 amount to $8,056,052 and losses $2,523,018 which produced 
t loss ratio of 31.32 percent. For comparison, the loss ratio for 1956 was 65.95 
percent. The $50 windstorm and hail loss deductible clause, the television an- 
tena exclusion and moderate rate increases were in effect during the year 
1957. The effect of the deductible clause cannot be accurately determined from 
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a single year’s experience but the indications are that it will accomplish th 
purpose for which it was intended. e 
Hurricane Helene, which raked the North Carolina coastal territory on 
few days before the end of our fiscal year, will adversely affect the experience} : 
1958. At this time the extent of damage is not definitely known. Winds of 
135 miles per hour were reported in Wilmington which would indicate consider 
able loss there. The various beaches are reported to have suffered heavily bat 
no account of inland damage has been received. 


Automobile physical damage 


Automobile physical damage premiums increased only slightly ; from $37,064,414 
in 1956 to $37,505,068 in 1957. A rate filing with the commissioner of insurance 
is now pending. The overall effect of this filing is a reduction of approximately 
6 percent. 

Crop hail insurance 

Crop-hail premiums for the growing season 1957 were $7,701,749. This Was a 
reduction of $2,348,430 from the previous year. While several factors may have 
contributed to this it is believed that the major factor is the reduction in acreage 
allotments for tobacco. In filing rates to be applicable for the 1958 growing 
season, the bureau asked for increases in 7 counties and decreases in 17 counties, 
The net effect was an increase of only $17,229. These rates were approved by 
the commissioner of insurance with the exception that he would not approve any 
rates in excess of $9. This prevented increases in two of the principal tobaceo 
producing counties. 

BUREAU FINANCES 


I believe that for the first time in my career as a bureau manager I am able 
to report that the bureau’s expenditures were less for the current year than for 
the preceding year. The bureau expended $662,200 as compared with $669,723, 
It would be satisfying if I could claim that this slight reduction was the result 
of efficient management. The fact is that most bureau expenditures are largely 
out of the control of management. For example, the principal item in which 
reduction occurred was printing and printing supplies. The bureau was not 
required to revise as many forms as was contemplated nor was it necessary to 
issue any completely new manuals. 

Looking to the coming year, we do not see how it will be possible to avoid 
material increases in expenditures. If the automobile physical damage filing 
is approved, a new automobile manual will have to be produced and distributed. 
The adoption of nuclear clauses and other already recommended changes will 
require that practically all bureau forms be reprinted. It is confidently hoped 
that during the next year the long delayed rule book may be completed. In 
addition to this our mailing costs will unquestionably go up to reflect the increase 
in postal rates. The increase in social security taxes will increase this item. 
However, your governing board and management feel that the bureau can con- 
tinue for the next year with no increase in the rates of assessment. These, you 
may recall, are, on a semiannual basis—0.5 percent for fire and allied lines; 
0.3 percent for automobile physical damage; and 0.1 percent for crop-hail. 


DEVIATION FILINGS 


The membership of the bureau is now 351; a net decrease of 11 from last year. 
While we have had some new companies enter the State a large number of com- 
panies have withdrawn or been merged. Of the bureau membership 14 are now 
operating under approved deviations. There are 6 deviations applicable to fire 
and extended coverage, 4 to homeowners policies, and 10 to automobile physical 
damage. In addition, one member, whose request for the continuation of a5 
percent deviation applicable to homeowners policies and certain classes of fire 
and extended coverage was disappointed earlier in the year, has now applied 
for a 10-percent deviation and this request will be the subject of a public hearing 
on November 12, 1958. 

BUREAU PERSONNEL 


The staff of the bureau consists of 102 employees. This is the same as last 
year. During the year there have been only 10 separations. This is the lowest 
in many years. In my opinion, the efficiency of the bureau personnel has never 
been at a higher level. The rating department is making steady progress 12 
bringing all rates up to date and in getting them on cards to replace our very 
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rate books. During the year rate-card sets have been distributed for 
teville, Wilmington, Mount Airy, and Sanford. 

Since, oD this date, the fiscal year has only just ended, tabulations of work 
jone are as yet incomplete. It is evident, however, that there has been a marked 
jecrease in the number of fire daily reports received for audit. There has also 
been & moderate decrease in the number of automobile physical damage daily 
reports. The total number of documents handled during the year decreased from 

roximately 242 million to approximately 24% million. 
We has been much written recently regarding the problem of free insurance. 
try to find out what we could do about it in North Carolina, the audit depart- 
kept records of the number of canceled policies and of those canceled 
fat or as spoiled, for a recent 3-week period. While it is admitted that the 
od is too short to be significant (although so far as we can tell there was 
nothing unusual about it) and as there is no indication of the time liability 
existed, the results were very interesting. For example, it would appear that 
about 10 percent of fire policies written were canceled and of these nearly 50 per- 
ent were canceled with no premium charge. The number of automobile physi- 
@l damage policies canceled was nearly double on approximately the same 
gumber of policies but the percentage canceled flat was only about 10 percent 
of the total cancellations. We do not know what significance these figures have, 
ifany, but we thought you might be interested in them. 


GENERAL 


Those with whom the bureau has official dealings fall into one of several 
categories: (1) Our member companies and their fieldmen; (2) the local agents ; 
(3) the commissioner of insurance and his staff; and (4) insureds. I am ex- 
tremely glad to be able to report that relations with those in all categories seem 
tp be satisfactory. Management and staff take advantage of every opportunity 
tobecome better acquainted with your fieldmen and your agents. Mutual under- 
sanding is almost invariably improved by personal contact. The associations 
of agents and of fieldmen have been generous in their invitations to attend 
and to speak at their several meetings. The cooperation which the bureau has 
received from both agents and fieldmen leaves little to be desired. The ma- 
chinery set up Some years ago for conferences between the agents and the bureau 
bas not been used during the past year. Those matters which are of common 
interest have been handled between the associations’ executive officers and bu- 
real management and in general have been of a relatively unimportant nature. 

The governing board’s conference committee had scheduled a meeting with like 
committees of the agents associations on September 30, 1958, but it developed 
that neither the bureau nor the associations had any subjects which they con- 
sidered of sufficient importance to justify the time and expense of a meeting. 

The relationship between the bureau and the insurance department continues 
tobe cordial and I would like to take this opportunity of publicly acknowledging 
the courtesy and the consideration which has been extended bureau representa- 
tives by Commissioner Gold and: his associates. 


CONCLUSION 


Before closing I want to refer, at least briefly, to the excellent work of your 
executive committee under the chairmanship of Mr. Henry Seawell. This is the 
“workhorse” committee of your organization. This committee, at monthly meet- 
ings, has considered in detail a great many proposals for changes in rules, 
forms, and schedules. As a result of their deliberations approximately 50 filings 
have been made with and approved by the commissioner of insurance. It has 
not been my privilege to work with a more dedicated or conscientious committee. 

Lest it be overlooked, I would like to remind you that the responsibility for the 
bureau and its operations rests on the governing board which you elect. Chair- 
man Slawson and the other members of the board have met on three occasions 
when they took action on matters of major importance such as fire rate adjust- 
ments. In the interim, Chairman Slawson, Vice Chairman Arthur, Chairman of 
the Review of Experience Committee Dorris, and Chairman of the Conference 
Committee Sims have given much time and thought to the operations of the 

u. I wish to express to them and to the other members of the governing 


board my very deep appreciation for the intelligent leadership and wise direction 
Which they have given. 
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It seems that more and more the affairs of the bureau require lega 
and advice. During the past year there have been seven public he 
merous conferences, and some litigation requiring legal representation. 
great satisfaction to your manager that you have selected as your atto 
man of the ability and integrity of Col. William T. Joyner. He and his associ. 
ates, Mr. Robert Howison and Mr. William T. Joyner, Jr., have made themsely : 
available at all times in spite of a heavy schedule of work for other clients, 2 

In conclusion, I would like to express my personal appreciation and that of 
my associates for the encouragement, cooperation, and support which we hay 
received from the companies, members of this bureau. It is the earnest dashes 
of each of us that the bureau be operated strictly in accordance with your 
wishes. 

Respectfully submitted. 


1 counsel 
arings, ny. 


It isa 
They a 


W. S. Brzzett, Manager, 


Upon motion duly seconded, it was voted that report of Manager Bizzell be 
accepted and spread upon the minutes of the meeting and distributed to member- 
ship. 


Report of Col. William T. Joyner, General Counsel for the Bureau 


Counsel has handled usual routine matters with the bureau and with the 
commissioner of insurance and has participated in the handling of matters 
mentioned by your chairman and your manager. I wish to express appreciation 
for the capable cooperatiou of the bureau manager and his staff and for the 
even courteous reception by the commissioner and his staff. Those things have 
made my work pleasant. 

There are two important matters which are not routine. One of them is in 
court. The other is obviously headed for the court. 

The first is the case in which the bureau and the insurance commissioner seek 
a court determination of the proper procedure for the handling of the 1 percent 
imposed by the Firemen’s Pension Fund Act. That case will be argued in the 
Supreme Court of North Carolina the week of October 27. 

During that same week there will be argued in the Supreme Court of North 
Carolina two cases, one for stock companies and the other for mutual companies, 
attacking the validity of the Firemen’s Pension Fund Act. It is hoped that both 
eases will be decided by February 1, 1959. Of course, if the supreme court holds 
the Firemen’s Pension Fund Act invalid, then the problems presented in the 
ease in which the bureau is involved become moot. 

The second important nonroutine matter is the pendency of the application of 
the Insurance Co. of North America for a 10 percent deviation from designated 
fire, extended coverage, and homeowners rates. In 1955 the Insurance Co. of 
North America applied for a 10 percent deviation. The commissioner granted 
the company a 5 percent deviation effective in May 1957. There was no appeal. 
In the spring of 1958 the Insurance Co. of North America applied for a renewal 
of the 5 percent deviation to begin in May 1958. The commissioner denied that 
application. There was no appeal. In July 1958 the Insurance Co. of North 
America applied for a 10 percent deviation. That matter is set for a hearing 
before the commissioner for November 12, 1958. 

The bureau has appeared in opposition to all of those North America requests. 
It will appear in opposition at the November 12 hearing. I think it clear that 
it is the intent of North America to make a test case of this and I think it prob 
able that this matter will go to the Supreme Court of North Carolina ultimately. 

I hope that it will go to that court and that there can be settled an honest 
difference of opinion between North America and the bureau on a question of 
law. 

When the bureau first sought my advice as to deviations, I advised that in my 
opinion the North Carolina insurance statutes contemplated and authorized 
only such deviations as could be justified by a difference in the coverage oF 
the service offered to the insured. I further advised that in my opinion it was 
the duty of the bureau to oppose deviations which were not so justified. 

The bureau has followed my advice in the matter and since it was given, 
the bureau has not only opposed the North America applications for deviation 
but also all other applications for deviation which did not have support by a 
difference in coverage or service. 

I think that all parties interested in insurance will be glad to see this matter 
determined by our highest court. 
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Upon motion duly seconded, it was voted that report of Colonel Joyner be 
accepted and spread upon the minutes of the meeting and distributed to member- 


— Slawson called for report of nominating committee. Chairman 
David L. Royer for the committee nominated the following companies to serve 
year terms on the governing board: 

American Manufacturers Mutual Insurance Co., New York, N.Y. 

Commercial Union Assurance Co., Ltd., New York, N.Y. 

St, Paul Fire & Marine Insurance Co., St. Paul, Minn. 

The Travelers Indemnity Co., Hartford, Conn. 

(The companies retiring from the governing board are—The Continental In- 
surance Co., Great American Insurance Co., Northwestern Mutual Insurance 
Co., and United States Fidelity & Guaranty Co.) 

Chairman Slawson asked if there were other nominations. There being no 
other nominations, upon motion duly seconded, the companies nominated were 
manimously elected to membership on the governing board. 

At the invitation of Chairman Slawson, former Bureau Manager Landon Hill 
stood and was recognized by warm applause. 

There being no further business, the meeting adjourned. 

W. S. Bizzetui, Secretary. 


The premiums written for the classes of business over which the bureau 
has jurisdiction were as follows: 














1945 1956 1957 
Automobile (physical damage) -..----.-.-.-------.-------- $4, 545, 293 $37, 046, 414 $37, 505, 068 
Extended coverage... .----------------------------------- 1, 413, 351 7, 235, 968 8, 057, 129 
CO brain nin aetinkoseenanntiaat tune yh then 15, 313, 514 37, 595, 320 38, 000, 054 
Hail (growing crops) .. ------------------------------------ 3, 753, 303 9, 050, 179 7, 701, 749 
Comprehensive dwelling endorsements - - --- oedied SBC. ae eee fF 26, 856 40, 816 
EN MN a6 nnd co cctasceneucnsseesesahnsensemngas 314, 212 184, 000 200, 442 
Homeowners... .-.--------------------------------------|----+----------- 1, 780, 155 1, 635, 309 
Commercial multiple peril-.-----.-- apa eaatie Or de auth Eee at onan 122, 968 298, 194 





atin tik. plating titiiihen aiaiileenbines 25, 339, 673 93, 041, 860 93, 438, 761 





Excerpt FroM TRANSCRIPT OF PROCEEDINGS, FIRE AND HOMEOWNERS DECORATIONS, 
NortH AMERICA COMPANIES, INSURANCE DEPARTMENT OF NORTH CAROLINA, 
BEGINNING JUNE 5, 1956, AT PAGE 6 


Mr. ALLEN. I have before me a demurrer motion to dismiss filed in behalf 
of the North Carolina Fire Insurance Rating Bureau. I presume that copies 
of this have been given 

Mr. JoyNeR. Two copies of each demurrer were given to Mr. Young on Friday 
afternoon and that was as soon as they were filed and as soon as they had been 
prepared, Mr. Commissioner. 

Mr. Epes. Mr. Commissioner, is this the commencement of the argument on 
the motion? 

Mr, JoyNeR. First I want to make this off-the-record statement. 

(Off the record. ) 

Mr. Gotp. Let the notice of April 18, 1956, pertaining to notice of hearing on 
application of the North America Companies for deviation in homeowners’ 
policies, said notice having been sent all companies that are members of the 
North Carolina Fire Insurance Rating Bureau, let that be entered into the record 
as exhibit B. Yes, you’re correct, Colonel. 

Mr. Eres. Mr. Commissioner, I misunderstood. When you were putting that 
notice in the record, I thought you were putting the affidavit of publication in 
the record, and I suggest respectfully that that 

Mr. Gotp. No, sir, we’ll enter that now. 

Mr. Epes. That is for both? 

Mr. Gotp. That is for both. Let the affidavit of publication of this hearing 
be entered in the record as exhibit C. 

Mr. Joyner. Mr. Commissioner, before I—I’m not starting an argument now, 
Mr, Epes, on the merits of my motion. I am now asking the commissioner if I 
may be heard on the demurrers and motions to dismiss in connection with that. 
I make the point that this is a demurrer with merits of the application. I think 
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it is proper to hear arguments on that at this time. As a practical matter it will 
get before the commissioner and before counsel and parties in the Case the. 
details of the position of the bureau. I think that if we were not to have an 
argument on the demurrer and motion to dismiss that then certainly we should 
have an opening statement to see what the position is. 

Mr. Gotp. I am perfectly willing to go ahead and hear you now, Colonel. 

Mr. YounG. Before we do that, do we have all the formal parties in the record 
now !: 

Mr. Gotp. I think we have now, sir. 

Mr. Epes. No other appearances? Mr. Commissioner, I would like to respect. 
fully suggest that this argument on the motion to dismiss and demurrer pe 
deferred until the end of our case, for several reasons. First, this type of 
motion presupposes that there is a formal pleading of a complaint and other 
formal pleadings which must state a cause of action, whereas the statutes and 
the rules of the insurance advisory committee provide for an informal hearing, 

Mr. Gop. Now, Mr. Epes, he made the—Colonel Joyner made the motion in 
behalf of the bureau. I am going to hear him, hear his argument and then 
I'll hear you, and we'll see where we stand then, sir. Go ahead, Colonel. 

Mr. Joyner. Mr. Commissioner, first I wish to make not an apology for an 
explanation and notice in advance that with the permission of the commissioner 
and the courtesy which I have always found from him, I am going to ask the 
indulgence of the commissioner and the parties to speak at some length on this 
question. The North Carolina Fire Insurance Rating Bureau has been organized 
since 1945, I believe, not quite 11 years ago. I have been the general counsel 
for not quite 8 years. There have been many matters that have come up before 
the commissioner in which I have made an appearance for the North Carolina 
Fire Insurance Rating Bureau. I feel very sincerely that this is the most 
important case in which I have ever appeared for the fire insurance rating 
bureau. We feel that on this case is going to turn the future of fire insurance 
regulation in North Carolina, and perhaps the future of statewide fire insurance 
regulation in the United States, because this application, now silhouetted for 
the first time with serious opposition and now having every indication of going 
to a court of last resort for the first time, is a matter of tremendous importance 
and it strikes at the very roots of the North Carolina regulatory system and it 
strikes at the very roots of State regulation as opposed to Federal regulation. 
Now, it’s the general position of the bureau, and I can sum that up and then 
we'll go into a little more detail in some of my reasons; it’s the general position 
of the bureau, stated in somewhat summary manner, that the North Carolina 
Legislature has declared very plainly that for fire insurance—and I am going 
to confine my remarks to fire insurance rates at this time because I'd like to 
limit the scope of my argument as much as I can, and the objections that I 
make with reference to the fire insurance deviation will apply generally to the 
others; the extended coverage, and the homeowners. There are many additional 
objections to the deviation or to the granting of the application on the filing of 
the extended coverage and the homeowners, but the same arguments that I 
make for fire will apply to the others. 

I submit, Your Honor, that the North Carolina Legislature in setting up the 
fire insurance rating bureau, it created it, by its legislative fiat it created a 
formal entity, a corporation by legislative fiat. It created the fire insurance 
rating bureau. In the very act in which it created the fire insurance rating 
bureau, it did a number of things; No. 1, it made that bureau a compulsory 
bureau. It said that every company writing fire insurance in North Carolina 
must be a member of that bureau. That, as I will later point out, is of the 
utmost significance. No. 2, it said that fire insurance rates shall be uniform; 
that there shall be no discrimination as between persons in similar classifica- 
tions and similarly situated as to risks and hazard. No. 3, it said that rates 
shall be adequate; not adequate for the biggest company, not adequate for the 
smallest company, but adequate for that company which does the average busi- 
ness and has the average experience. It said that rates shall be based on statis- 
tical averages. Now, two of those things I’d like to emphasize right now. 
First, the uniformity of fire insurance rates, and next, that uniform fire insur- 
anee rates are based on statistical averages. Now, the crux of our position 
and the fundamental position we take here today, that if that is the legislative 
intent, if that is the way rates are to be regulated, then when you make a rate 
on an average, you have got experiences that are below the average, you have 
got experiences that are above the average, and if you permit deviations to 
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companies which have a better than average loss experience or a better 
Se avereee expense rate, you’re going to completely destroy the uniformity 
erates and you're going to completely depart from the principle of making 
ates on the average. a a | 

That is the crux of our position ; that it is completely impossible to harmonize 
yniformity of rates and rates established on statewide experience, on statistical 

erages; it’s completely impossible to harmonize that with deviations based 
yon on departures from the average. I am not saying—I‘d like to possibly 
eat of order in my argument—because I want to say to you, Mr. Commis- 
sioner, that pefore I get through, I'm going to take the position that the devia- 
tion section is not meaningless, that it does have a very definite meaning, but 
it is limited in its application. But I say generally speaking, ‘we are standing 
fundamentally on the principle that to permit a substantial deviation by a giant 

y from the average rates is going to destroy the principle of uniform 
rates, and it is going to destroy the system of making rates on the average. Now, 
* Your Honor will permit, I’li get to the first question. As a background, I'd like 
tosay a little about the bureau and the significance of what we call, some people, 
eall it a statutory bureau; some people call it a compulsory bureau. It’s com- 
mon knowledge that in, I believe it was June 1945, the ratemaking machinery 
and processes Of fire insurance companies was completely wrecked by the deci- 
sion of the U.S. Supreme Court in the Southeastern Underwriters case. That 
ease was a case under the Sherman Antitrust Act against the Southeastern 
Underwriters Association which was a ratemaking bureau, and that case was 
attacked because there was concert—for one reason, there was concert of action 
in making rates; there was elimination of some competition in the making of 
rates. The Supreme Court of the United States said that fire insurance was 
interstate commerce, Was subject to the Sherman Antitrust Act, and that wrecked 
the insurance ratemaking organization. I think it’s common knowledge that 
there was almost 100-percent agreement between everybody that something had 
to be done. That is a tremendously interesting thing that; that it was the 
nationwide sentiment expressed in Congress by the passage of the McCarran 
Act that insurance had to be regulated, that it could not be thrown open to 
complete free competition, that competition, unrestrained competition in the 
insurance business would produce chaos and ruin. 

Now, that is the only reason behind the concert of action which resulted in 
Public Law 15, and which resulted in regulation. So everybody sought the 
wubrella of regulation. First they sought State regulation. In August 1945, 
2 months after the Southeastern decision, North Carolina made a move, and as 
far as I know, it was the first definite move in that direction made by any 
State. There may have been others. Governor Broughton appointed a commit- 
tee of 15 men; that also is common public knowledge; 15 men to study the 
Southeastern decision, to study the insurance situation and to recommend to 
the North Carolina Legislature, which would meet on January 1, 1945—I should 
have said he appointed the commission in August of 1944 and the decision was 
in June of 1944. They were appointed to make recommendations to the legis- 
lature which was going to meet in early January 1945. Well, it is a matter of 
record on the statute books, as reflected in this green book here, the insurance 
laws of North Carolina, that on the, I believe it was the 6th day of March; it 
was the 6th day of March 1945, the legislature passed an act setting up the 
North Carolina Fire Insurance Rating Bureau. I call your attention to the 
statute itself as set forth in 58-126, I believe it is, in General Statutes, chapter 58, 
article 13, beginning with section 125. The first significant thing is the heading 
of that article. The heading is “Fire Insurance Rating Bureau.” Now, if the 
commissioner will turn to article 13A, beginning with section 131.10 you will find 
that article 13A is entitled “Casualty Insurance Rating Regulations.” Now, the 
difference in those headings was significant. What the legislature did with fire 
insurance ; fire insurance that reaches everybody, that is a necessity for every- 
body ; there is hardly a citizen of North Carolina that doesn’t have to have fire 

ce. There is hardly a building, a home that is built in North Carolina 
or a business building that is built, an automobile that is bought that doesn’t 
require fire insurance. Now, with respect to fire insurance, they set up a bureau. 
They said that every company doing business in North Carolina must be a mem- 
ber of that bureau. With respect to casualty insurance, they did not set up a 
bureau. They passed legislation which permitted voluntary bureaus to be 
organized and qualified to file rates. 
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A casualty company can be a member of any one licensed bur 
Statute itself says, in the very first sentence “or shall for itself 
rates.” Now, there is a material difference with respect to the 
rating bureau. So far as I know, North Carolina is unique in that. Th 

be several other States that have compulsory bureaus in somewhat pte. 
manner, but the great majority of States have, as Your Honor will know a yes 
recognition of, voluntary bureaus. Now, I am not saying, I am not ane take 
the position that a deviation is properly permissible in a State which ae 
voluntary bureau, but I am saying that the case against a deviation is —- 
stronger in North Carolina where there is a compulsory bureau. I sq th y. 
setting up of the bureau is evidence in itself that the North Carolina cs = 
ture intended to substitute complete regulation for competition in the ee 
of rates. It set up a bureau in which there could be no competition. Com "8 
tion in the getting of business, yes, but not competition to get houtnemn’ = 
lowering rates, and that the very fact of setting up a compulsory bureau a . 
express legislative intent, that in this situation the State of North Carolina 
now bear in mind, Mr. Commissioner, that this wasn’t the insurance industry 
that did it; it wasn’t an insurance industry bill; it was the State of North 
Carolina, the committee appointed by Governor Broughton and the Legislat 
of North Carolina. That legislature reached out and said, “Now, with renpenk 
to competition, we're not going to take halfway steps with respect to competi- 
tion. We're going to say that with fire insurance there shall be no competition 
in the making of rates.” There are two or three things in that particular see. 
tion that I’d like to call your attention to. I’ll go on with my second point that 
the legislature has said that fire insurance rates must be uniform. 

In section 58-127, setting up the rating bureau and the purposes, it says that 
the companies “shall organize the rating bureau for the purpose of making 
rates, rules, and regulations which affect or determine the price which policy- 
holders shall pay for insurance covered by this article.” That regulation is 
for the policyholder. The regulation is geared to the risk and to the policy- 
holder. Now, if your honor will turn to section 58-131, and that is a section 
which we have discussed a number of times, “Reasonableness of Rates.” “The 
rating bureau in making rates shall not unfairly discriminate between risks 
involving essentially the same construction and hazards, and having substan- 
tially the same degree of protection.” Now, I say that is just as strong as it 
can possibly be, that the legislature has said that for insureds in the same 
classification, if they are in the same proper classification and if they have the 
same hazards, the same degree of protection, there shall not be discrimination, 
There shall be uniformity; that a man living in one county shall get in his in- 
surance if he is in precisely the same situation as a man in another county, that 
two men living side by side that have precisely the same characteristics of 
property that are in the same classification shall pay the same rate and that 
rates shall not vary upon the mere happenstance of what company writes the 
insurance. We say that that is a plain declaration of the legislature that uni- 
formity of insurance rates is desirable and is the policy of North Carolina, and 
in that connection, I’d like to make this point, if it please the commissioner, 
that now for 11 years, that the North Carolina compulsory bureau, the North 
Carolina declaration of uniformity of rates has been in effect and notwithstand- 
ing what other States may have done with reference to voluntary bureaus or 
with reference to other types of regulations, North Carolina has seen fit to 
stand by the statute that it passed. Personally, I am of the opinion that in 
the future, you’re going to see more and more swing to the North Carolina type 
of statute than you'll see North Carolina swing away from it. 

The next principle that is clear on the legislation is that fire rates shall be 
adequate for fire companies doing business in North Carolina. Now, section 
58-131.2 very plainly states the criteria for the making of fire rates, the criteria 
that applied to the commissioner and necessarily the criteria which the bureau 
must also observe, and exceedingly important is the paragraph which says that 
if upon investigation it appears that the rates charged are inadequate and are 
not producing a profit which is fair and reasonable, he shall order such increase 
of rates as will produce a fair and reasonable profit. So the rates shall be such 
as will return to the companies their complete expenses of doing business, their 
losses, and give them a fair profit as determined by the commissioner. Now, 
the next point that I make is that the rates are to be determined by the com- 
missioner on averages. There are two points of the statute that I would like to 
call attention to. In the first place, 58-150 provides in substance that the rating 
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y of which all companies are members does not necessarily have to collect 
ees That section authorized the collection of statistics by a third organi- 
statis or by any number of organizations, and the experience filed with the 
_, agency selected. In other words, the companies may select a common 

t to collect experience, but the significant point that I make here is that 
that common agent shall return to the bureau a consolidated return of the ex- 

rience which it collects. For instance, if it is collecting for 100 out of 300 

spanies, it would consolidate the experience for the 100 companies and we say 
= such a method of authorized collection of statistics, authorized by the legis- 
> is completely inconsistent with the conclusion that fire rates are to be 
made ‘on the basis of companies, individual companies, and is consistent only 
with the conclusion that fire rates are to be based on consolidated underwrit- 

experience. Now, the other and last section in there that I call Your 
as attention to at this time is the one stating the criteria of the commis- 
sioner in making rates. Lt Thee Be y a 

Now, I read the paragraph from section 58-131.2. In determining the neces- 
sity for an adjustment of rates, the commissioner shall give consideration to all 
reasonable and related factors, to the conflagration and catastrophe hazard, 
hoth within and without the State, to the past and prospective loss experience, 
including the loss trend at the time the investigation is being made, and in the 
case of fire insurance rates, to the experience of the fire insurance business dur- 
ing a period of not less than 5 years next preceding the year in which the review 
is made.” Well, the legislature has said to make rates on consolidated exper- 
ince. Now, that can mean only one thing and that is that you do not make 
rates company by company ; that you make rates on the experience of the fleet 
and that is consistent with the legislature’s creation of a statutory and a com- 

ry bureau. Now, next—and they are the principles on which we bottom our 
fundamental position—next, I’d like to call Your Honor’s attention to the way 
rates have actually been made. Mr. Butler calls attention to the fact that I 
have reference at one time to 58-150. It should be 58-130. The sections I have 
referred to have been 58-130, 58-131.2. Now, in this procedure, the applicants 
are seeking to deviate—deviate from what? They are seeking to deviate from 
the rates which were made as a result of a written filing by the bureau and a 
written order of approval by the commissioner. Now, with respect to the fire 
rates, to be sure, the deviation was sought in November 1955, and at that time 
was an application to deviate from the rates which had been approved in Janu- 
ary or February ; I have forgotten the exact date, 1955, but that application was 
renewed in April 1956 and, therefore, it’s obvious that it is an application to 
deviate from the current rates. That is the 1956 rates which were set by order 
of approval of the commissioner in March 1956. Now, since they are deviating 
from a definite thing, I think it’s obvious that the bureau filing and the written 
approval of the commissioner from which they seek to deviate must be incorpo- 
rated in the record by reference; that the record must include—if they are going 
to deviate, the record must include the thing from which they are deviating. 
Now, the filing of the bureau shows how rates were made, and Your Honor 
is familiar with that, but I would like to get it in the record for the purpose 
of completeness. 

Your Honor knows that as is shown by the record that the rates which you 
approved on March 19, 1956, were approved pursuant to a filing which was made 
in the fall of 1955 that that filing shows on its face that the statistics on which 
the adjustments are based are statistics which include the experience of the years 
19%0, 1951, 1952, 1953, and 1954. The statute requires them to include 5 years’ 
experience. Those were the 5 years and the only 5 years that were available 
at that time, so with respect to the commissioner’s order of March 19, 1956, the 
test period was the 5 years—1950 to 1954, inclusive. Now, again, that filing 
shows that for those 5 years, the bureau collected the total fire insurance pre- 
nimums, not merely for class and not broken in class, but the total fire insur- 
ance experience across the board for fire insurance during the 5 years. It then 
wok that total and corrected it for rate changes. Again, for completeness, I 
would like to put in the record why that was done. The rates are to be made 
forthe future, and therefore, study should be made with respect to current rate 
levels. Now, for example, for the year 1951, the bureau collected the actual 
figures for premiums received. Now, the premiums received for 1951 would not 
be the same as the premiums received had 1951 been on the same rate status and 
level as 1954; and therefore, the premiums received for 1951 were corrected to 
teleet what they would have been had they been paid on the basis of the cur- 
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rent schedule, in fact, at the time the filing was made. So all of those premiy 
were corrected, and incidentally, it meant a reduction of some $17 million, diq 
it not? At any rate, it meant a very substantial correction downward. 

was $157—as I recall, $157 million total premiums collected in the 5 years and 
corrected for current, would show a reduction of some $15 million or $17 million, 
Then those premiums were taken and were converted to premiums earned by 
use of an approved formula. The premiums earned were then compared with 
the losses incurred, or let me put it the other way. There were determined fo 
all of the companies the losses incurred during those 5 years and a ratio was 
established between losses incurred and premiums earned. We'll say, I believe 
for that particular year, it showed a ratio of losses incurred of something over 
50 percent. For the first time since the organization of the bureau, I think it 
showed an indicated rate increase rather than decrease; but at any rate, that ig 
merely for purposes of illustration. There was established a ratio between 
losses incurred and premiums earned and then the bureau proposed, as it has 
done in all years past, it proposed rate changes which would adjust that ratio 
to a 50 percent ratio, so that is the system of making rates in North Caroling, 
If the experience, the consolidated experience of every company shows a loss 
ratio in excess of 50 percent, there is an indicated correction of rates, an increase 
of rates to achieve a 50 percent less ratio. If the loss ratio, the experience of 
all shows a loss ratio of less than 50 percent, then as it’s done in every year that 
I know of except 1956, there is a decrease of rates to a 50 percent loss ratio, 
The rates, the uniform rates for the statewide application are based on averages, 

They have always been based on averages—average for the industry. That 
is the way they’re made. That is the way rates were made for North America, 
for Mr. Bailey’s clients, for every company doing business. I don’t recall there 
was a single company that came in in 1956—North America didn’t come in—] 
don’t recall there was a single company that came in and said to the commis. 
sioner, “The rates they propose are too high.” They were the rates, presumably 
fair rates. Presumably they are rates which will provide for the average com- 
pany—and by the average company, I mean the company which does business 
at an average loss experience and an average expense, a fair profit. Now, what's 
going to happen, Mr. Commissioner, with rates established like that? The 
rates are established on an average. They provide a fair profit, which I think— 
and I don’t think that there is any question about it—that the insurance ip- 
dustry generally regards a figure recommended to the Association of Insurance 
Commissioners, recommended by them of 5 percent as a fair average profit, 
but it is a fair profit on the average. Now, that means this—and when you 
deal with averages, it’s absolutely bound to be the case everywhere, that some 
companies are better than average and some companies are worse than average, 
Now, when you establish a rate that provides a fair profit, that is bound to 
mean that the companies which have a better loss ratio than the average, or 4 
better expense account than average, is going to make more money than the 
average, and the company which has a higher loss ratio or has a higher expense 
account is going to make less money. Now, those things are not adjusted. 
They are made on the average. I won’t elaborate the conclusion. I do empha- 
size the fact that again it is impossible to harmonize making rates on the average 
with deviations because of experience less than average. Now, to be sure, the 
legislature could have provided, had it seen fit to do so, two ways for making 
rates. i 

It could have provided that rates are to be made company by company. Now, 
that is the way utility rates are made. That is the way the utilities com- 
mission makes rates for the Carolina Power & Light Co., for the Duke Power 
Co. It takes the Carolina Power & Light Co. statistics only and it sets such 
rates as will give to the Carolina Power & Light Co. a fair profit to that company. 
It sets such rates for the Duke Power Co. as will give to the Duke Power Co. 
only a fair profit to that company. Now, North Carolina could have authorized 
that, but that is exactly—that is exactly what everybody abhored after the 
Southeastern Underwriters—— 

Gotp. They have a monopoly in territory. 

JOYNER. Yes, sir, that’s right. They have a monopoly in territory. That is 
the reason they can do it. But these companies don’t have a monopoly in terri- 
tory and, therefore, that is not a way to make rates; and if you—since they 
don’t have a monopoly in territory—if you make rates company by company, 
it’s obvious that you have got immediately an impossible situation. For in- 
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in Raleigh. You will have maybe 100 different rates theoretically. 
ell, that condition wouldn’t exist long, because the lowest substantial rate, the 
rate which permits the giant company to live, is going to be the rate to which 
every other company is going to have to come or go out of business. That is 
the very reason that the legislature didn’t provide company-by-company rate- 
ng. Instead of that, it provided ratemaking on a uniform basis. Now, let’s 
see what would happen, Your Honor. It seems to me that it’s obvious what 
would happen if rates are made company by company. Now, I submit, Your 
Honor, that to permit a deviation—now, I submit that if you permit deviations 
to every company whose loss experience or expense experience varies from the 
grerage, you have very quickly gotten into ratemaking company by company. 
Now, the only situation, and I pause here to digress—I said at the beginning 
of this I thought it was the most important appearance I had made for the 
y. I think I'd like to comment on why as it is the first appearance I 
have made in such a case. Ket 
[don’t recall the situation ever having been presented that a deviation based 
on the variation of loss experience or expense and not connected with 
difference in the product or difference in classification, that a deviation such as 
this one presented here today has ever been proposed by a company so large 
ysto threaten the rating system. Now, the minute—I repeat, Your Honor, the 
ninute—you get a lower rate established for a responsible, large company that 
ean go out and advertise its product and tell the people that “we can sell 
you the same product for less money,” the minute you do that, you have that 
company making the rates rather than the insurance commissioner making the 
mies. It is impossible. Now, let’s see what we would have in deviation. As 
[say, if you establish a principle and the principle will be established, I hope 
in this case, and I think ultimately the Supreme Court of North Carolina will 
on it, because these gentlemen seem to be very determined in going ahead 
with their fight, it’s going to establish the principle as to whether you're going 


| tallow variation because of departure from the normal. You're going to have 


hundreds of departures from loss experience. You're going to have nearly as 
many departures from expenses. Let me put this case to Your Honor. These 
pople today making applications today are financial giants. It’s what I call 
ahalf-billion-dollar corporation and I can’t comprehend that. That size is too 
big for me to comprehend. Now, it’s perfectly obvious that a half-billion-dollar 
corporation can operate more economically and with a lower overhead than a 
halfmillion-dollar corporation. It’s a thousand times as big, and size permits 
eoomies, and, therefore, you’re bound to find on the expense side that the 
big companies either have lower expenses and lower overhead than the little 
companies or they can very soon make them lower. So you'll have a situation 
there where the rates will be made on the expense side. The rates will be made 
by the giants and the others will be left out in the cold. There are other ways 
of varying the expenses. I take it that it is self-proven that expenses vary with 
thecost per unit. The bigger the unit, the less the unit expense, or to put it in 
other words, that it is cheaper to process a $5,000 policy of insurance than it is to 
process ten $500 policies. Well, a company can very easily control its expenses 
by limiting the size of its policy, by limiting the premiums. 

There are any number of ways of controlling expenses and the great danger 
thout controlling expenses is that expenses are elusive. With a giant cor- 
poration doing business in 48 or 50 jurisdictions, it’s going to be very difficult 
say whether their allocation of expenses to North Carolina is fair and proper. 
Its going to be very difficult to say, too, whether the allocation between the 
insurance business and possibly their investment business is proper. Expenses 
ue elusive, They also can be manipulated, and I don’t think—I refer to this 
bint because their argument will be made—there is no real distinction between 
permitting deviations because of variation in expenses and permitting them be- 
tause of variation in loss ratio. Either will destroy. The result will be the 
tame in each case but the foundation theoretically isn’t the same. It’s a ques- 
tion of difference of degree. Because I think anyone in the insurance industry 
will concede or it can be proven that there is considerable control over loss 
nti, There is considerable control over the losses. Now, to be sure, the in- 
firanee companies can’t control the occurrence of fire, but they can very 
(@refully control the incurrence of risk. That is what they do when underwriting, 
td it's perfectly obvious in the insurance industry that in certain classifications 

the same hazards, the same exposures, there are some good risks and there 
ue some bad risks and that the agency system is at least partly responsible for 
the healthy spread of those risks and insuring the bad risks getting insurance. 
47932 O—60—pt. 8 21 
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Now, if you put a premium, if you put a premium on deviation, 
on control of losses by approval of deviations, you certainly must con 
fact, you must be cognizant of the fact that a company does have 
of control over its loss ratio. Now, and this in conclusion on my question of 
what a deviation can do, a deviation of 10 percent by a corporation, an in 
surance corporation like North America, a giant corporation with a splendid 
financial backing, undoubted solvency, they could stand millions and Millions 
of dollars worth of losses, that an insurance company of that kind which Writes 
at 10 percent less than the other insurance companies write, is immediately in 
the position to get the cream of the business. They could get the best of the 
business because they can offer their product at less, and I am £oing to buy 
if the products are the same, and there is no other peculiar reason, I am going 
to buy the cheaper product. 

It means in the end, if they see fit to advertise. if they tell the people that “yoy 
can get precisely the same product from North America and your immediate 
output of cash on the barrelhead is 10 percent less than you pay the other emp. 
panies,” ultimately they will be in position to get all of the business, and they 
are not going to take all the business. Your Honor knows that, and, therefore 
what it’s going to mean is that ultimately the North America is going to be dis. 
criminating between risks which it writes at the favored rate and the risks, the 
chaff which it throws back on other companies to write at higher rates. Mr, 4 
will go to North America and get a 10-percent cheaper rate. Mr. B goes there: 
they'll say, “No, we won’t write you; you go to the other companies,” and they 
go to the other companies and they write it at 10 percent more. That's dis. 
crimination. It’s permitting discrimination with North America. It's diseriyj- 
nation caused by approval of the deviation, and the State’s discrimination, if jt jg 
approved. Of course, what’s going to happen is what happened in the one law 
case that I’m going to cite, or not what happened, but which the judge said would 
happen if North America goes out and advertises a 10-percent deviation approved 
by the State. Very soon the rates are going to be 10 percent less. It’s going to 
drive the other companies to rates, the fire insurance companies are going to 
be driven to the lowest rate offered by a responsible company and that is the 
very reason why the legislature provided for compulsory membership in the 
bureau and the very reason why it provided for uniform rates based on that. 
The only argument which I think of, Your Honor, in favor of deviation is this: 
that deviations are necessary to preserve in the fire insurance industry enough 
competition to keep rates on a reasonable basis and therefore protect the public. 
Now, I say that is not a valid argument. The legislature met that argument 
and it met it how? It met it by saying that the public, the welfare of the public, 
is not going to be left in the hands of North America. The welfare of the public 
is not going to be left in the hands of competing companies. The welfare of 
the public is going to be placed on the shoulders of the commissioner, and the 
legislature eliminated competition and substituted for it State regulation. Now 
any time anybody argues to you that deviations are necessary in order to pro- 
vide competition so as to keep rates on a reasonable basis, ' say that he’s making 
an accusation of impotency. 

Mr. Go_p. Now, let me ask you a question, Colonel Joyner. 

Mr. JOYNER. Yes, sir. 

Mr. Gop. Since we have gotten into the questions of detail of deviations, when 
would you recognize a deviation? 

Mr. Joyner. Your Honor, it so happens that your mind and mine are in ex- 
actly the same logical channel because I was exactly here on my brief, and in 
the next part I answer that. I say, What are deviations? I say that with re 
spect—and I had to turn to that section. I now go to that section, section 58-1313, 
Deviations. Now, that says that there must be uniformity of rates with respect 
to deviation. “However, an insurer may deviate from the rates promulgated 
by the rating bureau provided the insurer has filed the deviation to be applied 
both with the rating bureau and the commissioner, and provided the said 
deviation is uniform in its application to all risks in the State of the class to 
which such deviation is to apply; and provided such deviation is approved by 
the commissioner as being reasonable under all the circumstances.” That is @ 
very difficult clue, “reasonable under all the circumstances.” I imagine it’s 
given the commissioner more trouble than it’s given me. In the first place, 
Mr. Commissioner, I say that it is a well-recognized principle of law, that what 
the legislature has done here is to exercise its legislative powers with respect 0 
the control of rates, and what it has done is to delegate to the commissioner cer 
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ts legislative powers. Because when the commissioner approves a devia- 


in of i 3 d : = ; 
- he’s exercising a legislative power of ratemaking. Now a legislature can- 


not validly or legally delegate legislative powers to anybody other than the 

<lature unless it prescribes the limits of the exercise of that power, unless 
4 gives the person who receives the delegated power certain guideposts and cer- 
- limits. Now, this section that is standing alone does not give and does not 


me and point to guideposts. It says “reasonable under all the circumstances.” 
: t circumstances? Well, if the delegation is going to be legal and valid, it 
pe pe that the delegation is that he shall exercise his discretion in accordance 
- the ratemaking principles which are set forth by the legislature at other 
= in the act and that he must preserve the legislative principle of uniform- 
us rates and rates made on the average. Then Your Honor asks me what 
ae it mean. Well. I concede the next play; that it is a legal principle, that the 
gords of the legislature shall not be completely disregarded if there can be found 
anything to apply them to. Now, I say there can’t be, in the first place, and 


Mr. Gory. Now, your argument boils down to this: You're saying if the devia- 
ion is granted, it Will upset the ratemaking structure and that in construing 
the whole article, that that is paramount to a deviation. 

Mr. Joyner. Yes, sir: construing itt : F 

Mr. GOLD. Construing the whole article: in other words, the legislative intent. 

Mr. Jovner. Yes; that you have got to construe the whole statute in the 
deviation. —— 

Mr. Goin. In other words, there can be deviations. 

Mr. Joyner. There can be deviations. 

Mr. Gotp. But it will upset and ruin the ratemaking structure; then you 
recognize—— 

Mr. Joyner. Precisely. That a deviation which would be contrary to the 
principle of the ratemaking order is not a deviation which is reasonable under 
i dreumstances. Now, I point to some, Your Honor, that I think might be 
reasonable under all circumstances. I can’t say that they are. 

Mr. Gotp. If it were a very small company, then it would not upset the whole 
structure. 

Mr. Joyner. Possibly. I am afraid—let me cover that after I have covered 
this other. I think that that it a little too broad. I think if we once draw the 
line as to principle, we have got to go upon principle. Now I think that section 
night apply and before I get to that, I say that the section is intended to cover 
cases of hardship and cases that really depart from the normal rate structure 
and cases of hardship that have not been covered either with the statute or 
by bureau action or by commissioner action. Also, it covers those cases where 
the product offered to the insured is inherently different from the product offered 
by the maintenance industry. We enter a broader subject, and this is the only 
responsible deviation we ever had in North Carolina according to my informa- 
tion, A deviation may be justified where the insurer offers to the insured 
insurance protection without agency service as contrasted with insurance pro- 
tection with agency service. 

Mr.Gotp. You're getting to the commissioner now. 

Mr. Joyner. Now, let me draw this distinction, Your Honor. I take it that it is 
recognized in the industry and is recognized in the State, because the State’s 
never done anything to curb the activities of agents, that agency service is of 
value to the insured and is of value to the State. Now, there can be companies, 
mail-order companies, if you please, that will offer to the insured protection 
without agency service. I think that is a different product. Now, let’s get to the 
case Your Honor posed. I say that agency service is the same whether the 
agent is paid $5 or whether he’s paid a thousand dollars or whether he’s paid 
W percent or whether he’s paid 25 percent or whether he’s on a salary; that it 
isthe question of the service offered to the insured. If there is a limitation to the 
wrvice which goes with the policy, I think that there might be justified a 
deviation. I think also, Your Honor, I refer to membership in trade organization, 
I tefer to membership in farm organizations; I think that there might be 
deviations with respect to insurance which is so limited to a class as would 
justify legal separate classification. The classification would then be by devia- 
tion, the approval of the commissioner rather than classification by the bureau. 
Those two, I think, would be permissible. Now, just one other question there 
ad I'm nearly through. Mr. Commissioner, I have found an astonishing 
absence of discussion in the printed law reports on the question of deviation. 
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As a matter of fact, I have found none. When North Carolina S] 
question, it will be just as much in the forefront as the insurance 
when it adopted its statutes. There is an astonishing lack of 
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kept out of the courts on ratemaking. There is one tremendously interestip, 
: g 


case. That is the case of American Eagle Fire Insurance (Co. 


we. : I 1 again 
169, Federal 2d, 281, decided in April 1948, after the McCarran Act in thooen 
of Appeals of the District of Columbia. Now, that was litigation w ae 


into the district court. It went into the court of appeals and it cccapheaeah 
years. 

At the conclusion, it went back, it actually was referred as 
question of hearing, but at the conclusion of the case, the 
opinion, Circuit Judge Prettyman adverted to one fact, and he discussed ; 
very interesting detail and tremendously intriguing reasoning the inability 
the practical inability to gage rates company by company, that the courts j : 
couldn't pass on confiscation with respect to a single company, and the rates had 
to be made on the average, and therefore, that they had to be—they couldn’ 
be company by company. I'll just quote the things that he said in there Thi 
was the only rate, the most illuminating rate case that I found. “The rat 
regulation herein involved is not directed at a specific company or coupatiies 
as in the usual utility rate proceeding, but rather is directed at the risk.” 
Second, “The practical effect of a series of rates would necessarily be the estab. 
lishment of the lowest responsible rate as the uniform rate, and the resulting 
financial squeeze would tend to a monopoly in a few companies.” Now, that is 
exactly what would happen in North Carolina. That is the only reported case | 
found that touches that subject at all, and there the court says in very plain 
terms that you just can’t live with ratemaking, companies making rates. Now 
Your Honor asked me another question that I think I should answer, and that is 
whether a very small company would make a difference, and whether the mere 
fact that it is so small that it would not threaten the ratemaking processes 
would mean the approval. I'll go with Your Honor just halfway on that. 

Mr. GoL_p. You don’t know which way I’m going on it. 

Mr. Joyner. Well, I'll strike out “with Your Honor.” I'll say I'll go just half. 
way on that. I say that the size of the company and the fact that it does not 
threaten the ratemaking processes may and undoubtedly does explain why 
some deviations have been approved in the past when they were not opposed. 
It's just like going into court when there is no opposition. It’s very easy to get 
a judgment, but I would say, Your Honor, that if there is any company, no 
matter how small, that seeks to deviate because of a variance in its loss expense 
or variance in expenses, that if that deviation is challenged, and if the principle 
is raised that it should be decided on principle rather than practicality. That 
that particular one, because there, to be sure, if the principle is decided against 
opposition, a precedent is made and the precedent, although that company couldn't 
destroy the ratemaking system, the precedent might destroy the ratemaking 
system. But where there is no formal opposition, when no one comes in and 
objects and is heard, I say that a precedent isn’t made at all. That is what 
happened to those in the past. Now, Your Honor, I have taken entirely too 
much time. I think maybe I'll just outline what I have said, that even if the 
deviations can be based on variation in loss experience or a variation in expenses, 
the deviations alleged here cannot qualify. I'll just skim over that very 
materially ; I mean very rapidly. In the first place; well, that’s pointed out in 
writing. I don’t think it’s necessary to elaborate it. We take the basic two posi- 
tions. We take—I think I should emphasize those here. First, that even if 
deviations in expenses can justify a deviation in rates, it must be proven that the 
deviation is with respect to the sum total of the company’s expenses and not just 
one item which goes into the making up of the total. That is a question of proof. 
I say here it’s a question of allegation; that it is incumbent on the applicant to 
set forth in the application the thing that he relies on, and the applicant here 
appears to set forth only one thing and that is variations with respect to agents 
commissions. I say secondly, that even if the applicant—let me go back ; that 
even if the commissioner should vote either temporarily or permanently that a 
variation in the sum total of current expenses—strike out current—that 4 
variation in expenses would justify a variation in rate, that that would not 
justify an approval where the variation in expenses is related to today rather 
than the test period. 

Mr. Gotp. Today rather than what? 
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Mr. JOYNER. The test period. If to the exent—let me say this without getting 
, down into a lot of details we'll go into any time, Your Honor, on further 
rgument—to the extent that expenses enter into the ratemaking formula, to the 
extent that they enter in the ratemaking formula, and they do enter, because they 
- part of the 50 percent formula, though the expenses which enter into 
the ratemaking formula are those expenses which were incurred during the test 
period and were reported during the test period or incurred during the test 
od; for example, the rates were made in March 1956, and they were based 
on 50 percent formula, and they were based upon the implied assertion by the 
commissioner ; by the bureau, approved by the commissioner, that in the long 
run, in the overall average for the 5 years for all of the companies, the expenses 
of doing business including agents’ commissions, taxes, acquisition costs of all 
kinds, overhead, and fair profit, approximated 50 percent. But the rates were 
made on the expenses of the test period and what the Commissioner has said, 
and said it just as plain as if he had put it in writing, “the rates which I make 
on March 19, 1956, are such rates as are reasonably designed for the future 
to produce a fair profit based on the experience of the past 5 years. Now, that 
yould give a company A an expectation of making a fair profit in the next 5 
years. Now, if company A, subsequent to that time, sees fit to increase any 
item of expense, that merely is company A’s action which indicates that it is 
willing to take less profits for reasons of its own, than it would take under the 
formula. But the additional expense, if you please, additional agents commis- 
sions, if company A after the test period wants to pay its agents 25 percent in- 
stead of 20 percent, that is company A’s business. If company A, for reasons of 
its own, either because it thinks that the agent reasonably deserves more com- 
tion for the services he renders or because it wants to induce the agent 
to give it more business, that is company A’s business and that has had nothing 
todo with the rate that is presently applicable. 

Mr. Gop. I agree with you on that. 

Mr. Joyner. I think, Your Honor—— 

Mr. Gotp. Suppose on the other hand expenses are reduced. I don't—I’m not 
talking about commissions now, but suppose the company changes its plan of 

tion and knows that it’s safe in the future. Then do you contend that 
you should still look backward rather than forward? 
‘Mr. Joyner. Well, Your Honor, let me answer that question this way. It’s a 
very delicate field for me to tread on. I say that if a company reduces its ex- 
penses, a Single company, if a single company reduces its expenses, that can have 
nothing whatever, that can be no justification for a rate deviation by that com- 
pany. Now, I'll say this, Your Honor, that if the company, and North America 
may get in this class, if the company is writing such a substantial part of its 
business in North Carolina, and maybe they write 50 percent of the business 
in North Carolina, if they get the deviation ; if a company is writing a substantial 
part of the business in North Carolina, or if such companies as write a sub- 
stantal part of the business in North Carolina reduce their commissions, that 
would be a factor to be considered when rates are next made. That would mean 
oe of two things. It would mean that they would come in and ask that the 
rates be increased, or that someone else would come in and say that the rates 
should be reduced, but I say this, Your Honor, that whatever is done—— 

Mr. Gotp. You would look at the profit? 

Mr. Joyner. Precisely; precisely. That would reflect the average, and if the 
average Shows an excessive profit, or too little profit, that would require some 
action. Now, what the action would be, would be a different thing. But I am 
getting pretty cloudy, but I think maybe I can make it clear this way. What- 
wer any company does with respect to expenses or whatever any number of 
companies do with respect to expenses, can, under the North Carolina system, 
properly have an effect only on the general rate, the rate for all, rather than the 
tate for one. Where the product is not changed and the method, the classifica- 
tion of insurance. I have taken more time than I expected, and I thank you 
very much for your courtesy. Mr. Commissioner, may I say that in a very feeble 
way T attempted to outline most of what I have said in writing and for con- 
venience, I would like for the Commissioner to keep a copy of it and I'll pass 
two copies to North America. 

Mr.Gotp. Thank you, sir. This is a brief on the matter? 


Mr. Joyner. Yes, sir; that is the statement of the position and follows pretty 
closely what I said. 
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THE HoME INSURANCE Co., 
New York, September 28, 1959, 


DonaLp P. McHue6uHu, Esq., List of 
Committee on the Judiciary, Subcommittee on Antitrust and Monopoly 

Senate Office Building, Washington, D.C. v1 a; 

Deak Mr. McHvucu: We are attaching copy of the form letter which We sent 

to the rating bureaus in Virginia, North Carolina, Louisiana, Mississippi and - oe 

Texas. ; To increase 

The last reply was received today and we are enclosing the origina] answers en 

A supplementary letter from Texas, attached, was also received today. F 4, IP. 
Very truly yours, : 

W. W. ALLEN, Vice President. we 2 

(Part of 

Toamend 

ing and I 

SEPTEMBER 15, 1959. damage) 

Mr. Norris W. PARKER, Ww 

Manager, Texas Insurance Advisory Association, sical Dai 

Austin, Tex. — 


Dear Mr. Parker: On Thursday, August 13, 1959, Kenneth E. Black, presi- 




























dent of the Home Insurance Co., in response to their invitation and as a repre- a. 
sentative of the Home Insurance Co., appeared before the U.S. Senate Subcom- to provi 
mittee on Antitrust and Monopoly. hensive 

During the course of Mr. Black’s appearance, he was requested by Senator — 
Kefauver, who was presiding, to examine the record and let the committee know ih 1988 
how many times bureau filings have been rejected by the insurance depart- To provi 
ments in five States where rating bureau membership is mandatory under the i 
State laws. Toincreai 

A search of our records discloses that our files do not contain a systematic aren 
record of action by insurance commissioners on filings made by the bureaus in =. 
these five States. to the i 

As Texas is one of the States included in the request, we find it necessary to To provi 
ask your cooperation in developing this infermation for the subcommittee and = 


have so informed the committee through their counsel, Mr. Donald P. McHugh. 
We have presumed to limit the time to the last 5 years to expedite the receipt 
of the material. 
We hope you can furnish us with this information as soon as possible so we 
may promptly comply with Senator Kefauver’s request. 
Very truly yours, 
W. W. ALLEN, Vice President. 





VIRGINIA INSURANCE RATING BUREAU, 
Richmond, Va., September 22, 1959. 

Mr. W. W. ALLEN, 

Vice President, Home Insurance Co., 

New York, N.Y. 

DEAR Mr. ALLEN: We received your letter of September 15 regarding filings 
which have been rejected by the insurance department of the State corporation 
commission during the last 5 years. 

Attached is a list of such filings, which has been compiled after a review of 
our files. 

You will notice that there have been only nine rejections in the last 5 years. 
While this number clearly indicates that filings of this bureau are not invariably 
accepted by the insurance department and the State corporation commission, you 
will recall that because of the fire insurance experience in Virginia, practically 
all fire filings during the past 5 years have constituted either reductions in rates, 
broadening of forms of coverages, or liberalization of rules. 

We hope the attached list provides you with the information you desire, but 
if we can be of further assistance, please let us know. 

With kindest regards. 

Yours very truly, 
L. O. FREEMAN, Jr., Manager. 
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VIRGINIA 


List of rejections by the State 


corporation 


commission of bureau 


filings, 


September 1954-September 1959 


Ee ——— 
Filing 


I et 
increase automobile physical damage rates in 
ee 6.12 percent. (Public hearing on Apr. 


94, 1958.) 


For rai 
(Part of general crop-hail filing of Jan. 16, 1957.) 


the charge and limit of liability for tow- | 
To ane bor costs coverage (automobile physical | 
damage) to $2.50 and $25, respectively. (Apr. 24, 


) 
eel the wording of rule 11, Automobile Phy- 
sical Damage Manual, to specify the intent in 
connection with cancelation in the event of a total 
oreonstructive total loss. (Apr. 24, 1958.) 
To provide for “Named driver collision’’ coverage 
in connection with dealers’ automobiles. 


Gore for an additional charge for compre- | 


hensive (automobile physical damage) coverage 


where a 1959 automobile contained 1 or more | 


ofglass costing more than $100each. (Nov. 


13, 1958.) — L 
To provide comprehensive and collision coverage 


m private passenger cars not owned by an in- | 


sured. (January 1956.) 

Toincrease rates on extended coverage endorsement 
insurance and provide for an optional $50 deduc- 
tible clause applicable to windstorm and hail 
oly, which clause could be eliminated at a cost 
tothe insured. (May 21, 1956.) 


To provide for the writing of fire and extended | 


coverage endorsement insurance on a deductible 
basis. (Dec, 20, 1957.) 


of $12 for hail insurance on growing crops | 
Fee antics of Frederick and Shenandoah. | 


(Apr. | 


Action by State corporation commission 


Approved June 2, 1958, but an order entered Aug. 1, 
1958, by the State corporation commission on their 
own motion directed the Virginia Insurance Rating 
Bureau to file a rate reduction of 6 percent, thus in 
effect rejecting the earlier filing. 

Rates for these specific counties rejected by order of 
the State corporation commission of Mar. 29, 1957, 
and reduced to $10. 

Rejected June 2, 1958. 


The State corporation commission objected to rating 
method and the Eureau withdrew filing Apr. 24, 
1958. 

Amended by the State corporation commission May 
27, 1959, to apply to 1958 and subsequent model 
automobiles having windshields with an area in 
excess of 2,000 square inches. 


Approved by the State corporation commission, but 
subsequently rejected by the State corporation 
commission on Apr. 20, 1957. 

Rates filed for elimination of $50 deductible rejected 
by the State corporation commission, and a manda- 
tory $50 deductible clause applicable to windstorm 
and hail ordered by the State corporation commis- 
sion June 8, 1956. 

This filing was originally made in compliance with 
the order of the commission, and subsequently, 
over the objection of the bureau, the filing was 
amended to allow application of the deductible 
feature on one basis for fire coverage and another basis 
for extended coverage endorsement on Aug. 1, 1958. 
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Mr. W. W. ALLEN, 
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NortH CAROLINA Fire INSURANCE R ATING Bureav, 
Raleigh, N.C.., September 21, 1959 


Vice President, The Home Insurance Co., 


New York, N.Y. 
DEAR MR. ALLEN: 


In compliance with your request of Septembe 
examined the records of this bureau and find that during the last 


5-year period 


the following filings made by this bureau have been disapproved by the com. 
missioner of insurance : 


r 15, we have | 


Subject of filing: 


Dwelling building(s), all physical loss form__________ 
Dwelling building(s) and contents, broad form 
Comprehensive dwelling policy______--_-_--_- 5 
Review of fire insurance experience 1949-53 (farm 
dwellings). 
Review of fire insurance experience 1949-53 (farm 
dwellings), rehearing. 
Comprehensive dwelling policy (refiling)~....._______ 
Extended coverage, forms and rates______-_ 
Dwelling building(s), special form. ____- 
Dwelling building(s) and contents, broad form. 
Homeowners policies A, B, and C 
Comprehensive dwelling policy__._..____----_______~_ 
Review of fire insurance experience, farm dwellings___ 
Review of extended coverage experience (forms and 
rates). 
Review of fire insurance experience (farm dwellings), 
rehearing. 
Review of extended coverage experience (forms and 
rates), rehearing. 
Review of extended coverage experience______________ 
Crop-hail insurance 1957 season (rates some counties) _ 
DeunanntT) CMON FUND Ql di Ft ot a cw 
Pn een on wc wamnediuad 
Rules dealing with firemen’s pension “fund. Sotdt pes asec 
Review of fire insurance experience (unprotected 
dwellings). 
Rules dealing with firemen’s pension fund, rehearing_- 
Crop-hail insurance 1958 season (rates some counties) — 
$50 lightning deductible, electrical equipment, 
dwellings. 
Homeowners endorsement HC-7__________-__________ 
Comprehensive dwelling policy endorsement 207_____- 
Crop-hail insurance 1959 season (rates some counties) _ 


Date of disapproval 


Oct. 4, 1954, 
Do. 
June 18, 1954. 
Jan. 13, 1955. 


Mar. 16, 1955. 


Mar. 23, 1955. 
June 22, 1955. 
Aug. 4 1955 ), 
Do. 
(*) 
? Aug. 17, 1955 
Jan. 20, 1956. 
Do. 


Mar. 19, 1956. 


Apr. 9, 1956. 


* Nov. 29, 1956. 


Mar. 13, 1957. 


* July 19, 1957. 
* Sept. 12, 1957. 


Novy. 4, 1957. 
* Jan. 3, 1958. 


Jan. 15, 1958. 
Feb. 26, 1958. 
Feb. 3, 1959. 


" Feb. 20, 1959. 
* Feb. 23, 1959. 


Mar. 13, 1959. 





1 Following submission and acceptance of definitions, filing was approved Sept. 28, 1955. 


? Following material amendments to meet commissioner's objections, 
approved Nov. § 
* Following material amendments to meet commissioner’s objections, 


approved Dec. 


* Following material amendments to meet commissioner’s objections, revised filing was 
approved Sept. 17, 195 
> Commissioner required that recognition of change in term rule factor be given considera- 


tion in rate level adjustment. This was done and filing approved Feb. 14, 1958. 


‘Following material amendments to meet commissioner's objections, 
approved Feb. 14, 1958. 


Approved June 4, 1959, following public hearing. 
8 Approved June 4, 1959, following public hearing. 


A 
I trust this is the desired information. 
Yours very truly, 


W.S. Bizze.i, Manager. 
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195 LOUISIANA RATING & FIRE PREVENTION BUREAU, 
09. New Orleans, La., September 21, 1959. 
vr. W. W. ALLEN, 


vice President, The Home Insurance Co., 
© hare yew York, W.Y. ot . oa 
period Deak Mr. ALLEN: The records of this Bureau show that from January 1954 to 
€ com. date, 11 filings made on behalf of all bureau companies were disapproved by the 
gre insurance division of the Louisiana Insurance Rating Commission. Prior 
to July 31, 1958, bureau filings were on behalf of all member and subscriber 
companies, membership being then mandatory on Stock companies only with 
subscribership optional for nonstock companies. Filings since that date (the 
date upon Which membership became mandatory for nonstock companies) have 
been on pehalf of all members, as we no longer have fire company subscribers. 
| Of the 11 disapprovals noted above, 4 have occurred since July 31, 1958. 

Itmay be of interest to note that these disapprovals include : 

1. Revised term rule disapproved in 1959. 

9 The original bureau filing of homeowners A and B policies in 1954. A re- 
fling of these policies was approved in 1956. 

8 The homeowners C policy disapproved in 1957. 

4, The entire revised homeowners policy program disapproved in 1959. (This 
refers to the original revision, not to the second revision of homeowners. The 
latest program has not yet been filed in Louisiana. ) 

It is the recollection of bureau staff members that in some instances filings 
which otherwise would have been submitted were withheld when prior discus- 
sons with the insurance department indicated certain disapproval if submitted. 
We do not, however, have records of specific cases, the discussions in point having 
heen informal and entirely verbal. 

Very truly yours, 
K. L. McIntrosu, Manager. 


val 


MISSISSIPPI STATE RATING BUREAU, 
Jackson, Miss., September 21, 1959. 


Ss - 


Mr. W. W. ALLEN, 
Vice President, The Home Insurance Co., 
New York, N.Y. 


Deak Mr. ALLEN: In answer to your letter of September 15 the number of 
filings made by this office which have been disapproved by the Mississippi Insur- 
ance Commission is not indicative of their overall actions on our filings. In 

, many instances filings have been made and later withdrawn without official 
ation by the commission when it became apparent that such filing would be 
. disapproved. 
Further, many of our filings are changed in one way or another after they 
. are made at the request of the commission before they agree to approve the 
, 1955. filing. 
ling was Asan example of this, we first requested approval of a $50 deductible wind- 
ling was storm provision on an optional basis, which was disapproved and it was later 
fled on a mandatory basis and again disapproved. Because of a continuing 
deterioration in the experience on this class a third filing was made, almost 10 
naldere- years after the first and approval was given, but not until the commission 
| tequired us to reduce the rates we had proposed in connection with this 
ling was | deductible. 

_ Our files reveal the following filings officially disapproved within the past 

5 years. 
Windstorm Manual, September 23, 1954. 
Installment Premium Payment Plan, August 26, 1955. 
ager Extended Coverage Manual, March 21, 1956. 
F Windstorm Manual, March 21, 1956. 
Revised Fire Insurance Policy, August 1957. 
Revised Term Multiple, August 1958. 
Overall Fire Rate Increase, December 1958. 

As an indication of the effective operation of the Mississippi Insurance Com- 
nission, section 5825 of the Rating Bureau Act requires the commission to re- 
view the experience of the stock fire insurance companies in this State annually 
ind to order a reduction in rate if the profit over the past 5-year period is in 


ling was 
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excess of ‘what is fair and reasonable.” The records will reveal that startin 
in 1936 and extending through 1954 the insurance commission ordered ovenah 
reductions in rates each year except one. There were 18 annual reductions total 
ing more than $4% million and since these reductions were cumulative the 
savings in premiums to the insuring public amounted to many times this amount 

Yours very truly, J 


JULIAN CARROLL, Manager 


TEXAS INSURANCE ADVISORY ASSOCIATION, 
Austin, Tex., September 23, 1959. 
Re U.S. Senate Subcommittee on Antitrust and Monopoly. 
Mr. W. W. ALLEN, 
Vice President, The Home Insurance Co., 
New York, N.Y. 

Dear Mr. ALLEN: Your letter of September 13, asking for information to sup- 
plement Mr. Black’s statements to the above committee is acknowledged. The 
following factual data will supply the information required as respects the State 
of Texas. 

The Texas Insurance Advisory Association was organized in 1946 under article 
5.73 of the Texas Insurance Code and is not a rating bureau; its functions are 
confined to matters which pertain to fire insurance and allied lines, as distip. 
guished from all other lines of insurance such as motor vehicle or automobile 
insurance, casualty insurance and fidelity, guaranty and survey bonds, work. 
men’s compensation insurance and life, health and accident insurance. Rating 
laws contained in separate articles from those which apply to the insurance 
business with which we are concerned apply to some of those lines of insurance 
aforenamed. Such other rating laws do not apply to us, and therefore we have 
not undertaken to furnish any information herein pertaining to any lines of 
insurance or the regulation thereof other than fire insurance and allied lines, 

Let us have a clear understanding at the outset of one important fact in the 
rating situation in Texas as applied to fire insurance and allied lines—there js 
no rating bureau for fire insurance and allied lines. Very recently there are 
package policies and incorporating casualty coverages in the same policies which 
contain fire and allied coverages, but this association still has not participated 
in the rate hearings or rate filings pertaining to such casualty lines. 

By statute, the State board of insurance is authorized and instructed to make 
fire and specified allied line insurance rates. Although there is no provision in 
the law authorizing any rating bureau to promulgate fire and extended coverage 
rates or ordinary lines of such insurance, there is provision in article 5.26, 
subsection (c), for an insurer either individually or as a member of a group 
or association to write insurance at a lesser net rate on special types or classes 
of risks in connection with which an inspection or engineering service and set 
of standards, all acceptable to the board, are used. This exception is for the 
purpose of allowing the writing of certain risks that do not fall into the ordinary 
ratemaking pattern, and the insurance thereon represents a relatively small 
percentage of the total fire insurance and allied lines premiums. 

Rates are revised by the board after public hearings. The board follows a 
practice of calling a public hearing on all fire rate changes, but any policyholder, 
insurance agent, company, or representative thereof, can ask for a hearing on 
rates, forms, or rules. 

Rates filed by individual companies under the deviated rate provisions of the 
law must be approved or denied by the board. There are no rate filings by any 
bureau or company association. 

The State board of insurance has informed me that during the past 6 years, 
1953 through 1958, inclusive, it has approved 1,547 company applications for 
authority to deviate from board rates under the deviated rate filing law. 

The association makes no rate filings, but we do submit suggestions and make 
recommendations at public hearings, scheduled by the board at intervals 
throughout the year. Appreciating your interest in the treatment given the 
proposals of this association by the State board of insurance during the 5-year 
period, 1954 through 1958, our records show that the board has denied 27 of 
our submissions, which is 37 percent of the items submitted. The number of 
denials by the board of subjects submitted by this association shows very clearly, 
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it seems to me, that our association recommendations are given very close 
scrutiny. co 
"We have not undertaken to cover the rules of the board pertaining to the 
fixing of rates pursuant to rules prescribed by the board under the authority 

nted in article 5.31 of the insurance code, which reads in part: 

ue * * said board shall also have full power and authority to prescribe rea- 
gnable rules whereby in cases where not rate of premium shall have been fixed 
and determined by the board for certain risks or classes of risks, policies may 
he written thereon at rates to be determined by the company. Such company 
or companies shall immediately report to said board such risk so written, and 
the rates collected therefor, and such rates shall always be subject to review 
py the board.” a : - a 

“The board records reflect that for the 5-year period, 1953 to 1957, named rates 
were filed and approved by the board for fire and allied line perils under the 
above quoted provision for 2,844 risks. | 

It has been the policy of the various Texas boards for years to encourage 
expressions from all segments of the business at hearings, and in reaching deci- 
sions to give particular consideration to the comments of the various interests, 
which have filed written briefs or made oral statements. 

| will gladly submit any additional information that you would like to have 
on the subject of this letter if you will so describe your desires. 

Yours very truly, 
Norris W. PARKER, Manager. 


TEXAS INSURANCE ADVISORY ASSOCIATION, 
Austin, Tez., September 24, 1959. 
Re U.S. Senate Subcommittee on Antitrust and Monopoly. 
Mr. W. W. ALLEN, 
Vice President, The Home Insurance Co., New York, N.Y. 


Deak Mr. ALLEN: I believe it would be helpful to supplement my letter of this 
date, in connection with the information being supplied Mr. Black for his re 
sponse to the chairman of the subcommittee. 

A new rating law, applicable to companies transacting the business of fire 
insurance in Texas, went into effect August 22, 1957. Prior to that time the 
State board fixed a maximum rate and companies could charge less than that 
maximum rate without board approval. The law required that such lesser rate 
than the maximum and an analysis thereof be filed with the board. The only 
limitation upon the right to charge a lesser premium was that when such insur- 
ance was Written for less than the maximum rate, such lesser rate had to apply 
to all risks of the same character situated in the same community. Prior to 
August 22, 1957, only one disapproval occurred, of which we have found a record. 
This disapproval occurred in 1956 on the basis that the rate was being applied 
to less than a whole community. 

The State board of insurance has informed me that during the period 1953 
to 1958, inclusive, it had approved 1,547 company applications for authority to 
deviate from board rates. Of course, during much of this period it had no 
authority to disapprove such rates so long as the rate was being applied to all 
tisks of the same character situated in the same community. As a result of the 
passage of the new rating law applicable to fire insurance companies effective 
August 22, 1957, which required a company to support its deviation by adequate 
proof, the board disapproved 87 applications in 1957 and disapproved 65 applica- 
tions in 1958, making a total of 151 disapprovals during such period. 

On July 10, 1959, I addressed Mr. J. Raymond Berry, general counsel of the 
New York Board of Fire Underwriters, on the subject of allegations made by the 
Insurance Co. of North America in respect to activities in Texas. I believe that 
you would be interested in having a copy of that particular letter; therefore, a 
photocopy is attached. 

I believe you would also be interested in having a copy of the list prepared 
by the board of rate deviations in effect for fire, extended coverage, homeowners, 
and comprehensive dwelling policies. I am enclosing a copy which was com- 

piled early in August. My copy arrived on August 14, 1959, which was just a 
few days following the preparation of the memorandum. 
Yours truly, 


Norris W. PARKER, Manager. 
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TEXAS INSURANCE ADVISORY ASSOCIATION 
Austin, Ter., July 10, 1959 
Re insurance study by Subcommittee on Antitrust and Monopoly of the Com 
mittee on the Judiciary, U.S. Senate. 
Mr. J. RAYMOND BERRY, 
General Counsel, National Board of Fire Underwriters, 
New York, N.Y. 

Dear Mr. Berry: This is in response to your letter of July 1, 1959, askin; 
for a full explanation of each item having reference to Texas in the exhibit 
filed with the above subcommittee. 

Page 13, section II, paragraph (j), “Deviations, Texas” 

The exhibit describes the experience of INA in the submission of deviation 
filings for fire and homeowners policies with the Texas Insurance Board from 
September 1957 through March 1958. The Texas Insurance Advisory Associg. 
tion was not represented at any of the hearings, and the association did hot 
submit any letters or briefs on the subject matter. 


Page 26, section V, paragraph (d), “Independent multiple line filings, Tegay’ 
(p. 56 of chronological list ) 


This exhibit describes the submission of the homeowners program in Texas, 
culminating in a formal hearing on December 14, 1956. The exhibit contains 
the following reference to this association: “The Texas Advisory Committee, an 
unregulated association of insurance companies, did not formally oppose ap- 
proval, but asked for an indefinite delay in approval.” The position taken by 
the Texas Insurance Advisory Association is described in the following quotation 
from the transcript of the proceedings at the hearing in question: 

“Mr. Parker. Mr. Commissioner, first of all I want to make it perfectly clear 
that this association is not opposed to the principles incorporated in this home 
owners program, nor are we opposed to the policy, since a substantial number 
of our members of our association are also members of the Empire and we know 
they are writing homeowners policies in a number of jurisdictions and, according 
to the reports we have, with a great deal of success. Our position is affected 
somewhat because of the immense amount of time that we have devoted during 
the past year to the adaptation of the comprehensive dwelling program to Texas 
requirements. That subject was heard earlier in the year at which time con- 
siderable work was devoted to the subject, and then as the board knows, the 
past 24% months has represented some very intense labor in getting the program 
in such shape that I understand the forms and rules will be mailed out very 
shortly. Education program is being set up and that program will be effected 
on the 1st of February. 

“We have been able to make a brief review of the homeowners program and 
in that we observed that there are some variations possible in the approach. 
We have not had enough time to become familiar with it. We understand there 
are some variations and we understand there are other proposals of a home- 
owners program that are not represented here today. 

“We would assume as a result of the multiplicity of forms and approaches 
that are involved, before the board would do anything the board would make 
the same kind of study that they made on compreheusive dwelling program 
and simplify to whatever extent might be possible. 

“We are not unmindful either of the possible effect on the local agents at this 
time when they are wrestling with an anomobile policy and about ready to take 
over the comprehensive dwelling program. 

“So, in view of all of these elements, we recommend that the board forego 
any affirmative action on the submission at this time but proceed with the neces- 
sary studies to combine the various homeowners plan for an adoption in the 
near future. 

“Thank you.” 

In fairness to this association, I believe that the exhibit should have com- 
mented upon the meeting of January 31, 1957, in the office of the chairman of 
the board of insurance commissioners, attended by the members of the board 
and staff, representatives from INA and the manager of this association. At 
that time the manager of the association commented on the fact that the special 
studies and work recommended by the association at the December 14 hearing 
had been completed, a degree of uniformity accomplished, and accordingly, the 
association endorsed the proposal and recommended that the homeowners pre 
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pe approved by the board. Thereafter, the necessary revision work on the 
homeowners’ policy, forms, rules, and endorsements was performed on the 
remises of the advisory association, and aggressive support given to the com- 
pletion of the program. 


page 44, section X, paragraph (b), “Legislation and regulation, Teras Deviation 
Statute” 


The reference in the exhibit is to senate bill No. 123, which when enacted by 
the legislature and signed by the Governor became a part of article 5.26 of the 
insurance code. This bill proposed a different method of handling and regulat- 
ing deviated rate filings. Throughout the proceedings on the bill, the Texas 
insurance Advisory Association supported it, and agreed to the changes referred 
to in the exhibit. Association counsel, Will C. Thompson, will be informed of the 
explanation made in this instance, and requested to supplement it, if in his 
opinion additional remarks are in order. 


Page 57, part II, Chronological list of administrative hearings and court pro- 
ceedings, “Fire Deviation Hearings in Tezas,” February 26 and March 26, 
1958 

In each of these instances the reference is to a hearing before the State board 
of insurance in regard to applications for fire deviations. In neither instance 

iid the association have a representative present or submit any briefs on the 

subjects being considered. 

In the event any additional information is needed on these subjects, please let 
we have your wishes. 
Yours very truly, 
NorRIS W. PARKER, Manager. 


STATE BOARD OF INSURANCE 


(COMPANIES HAVING PERCENTAGE DEVIATIONS IN EFFECT FOR FIRE, EXTENDED COVER- 
AGE, HOMEOWNERS AND COMPREHENSIVE DWELLING POLICIES 


Allstate Insurance Co.: 20 percent fire, entire class 1 and entire class 23 (other 
than farm) ; extended coverage, classes 1, 2, and 5; 15 percent homeowners. 

American Agricultural Mutual Insurance Co.: 30 percent fire, classes 1, 5, 10, 12, 
%, 24, 28, 46, 47, 58, 62, and 73; 10 percent extended coverage, all classes, all 
territories. 

American Druggists Insurance Co.: 20 percent fire and extended coverage, all 
classes. 

American Fire & Casualty Co.: 20 percent fire and extended coverage, all classes. 

American Fire & Indemnity Co.: 20 percent fire, class 23 (dwellings and contents, 
ete, other than farm) ; extended coverage including PLF tables 5 and 5A. 

Assurance Co. of America: 20 percent fire, classes 1, 4, 5, 10, 14, 20, 23, 24, 25, 
28, 29, 32, 33, 37, 40, 41, 42, 48, 45, 46, 47, 48, 49, 54, 58, 62, 63, 64, 68, 71, 76, 
Ti, 79, and 81; extended coverage, all classes; 10 percent homeowners. 

Atlantic Mutual Fire Insurance Co. : 20 percent fire, classes 1, 4, 10, 23, 25, 28, 29, 
82, 38, 40, 41, 42, 48, 46, 47, 48, 52, 58, 62, 63, 64, 73, 77, and 81: extended 
coverage (seacoast), classes 1, 2, 3, 4, and 5. 

Bankers & Shippers Insurance Co.: 20 percent fire, classes 1, 4, 5, 10, 23, 28, 32, 
33, 40, 41, 42, 48, 46, 48, 58, 62, 63, 77, 81; extended coverage, classes 1, 2, 3, 4, 
5, 7. 

Cambridge Mutual Fire Insurance Co.: 20 percent fire and extended coverage 
all classes ; 15 percent comprehensive dwelling policies. 

Citizens Fund Mutual Fire Insurance Co. : 20 percent fire and extended coverage, 
all classes. 

Commercial Standard Fire & Marine: 20 percent fire, classes 4, 10, 23, 28, 29, 33, 
46, 47, 58, 62, 63, 64, 77; extended coverage, classes 1, 2, 3, 4, 5, and 7; 10 per- 
cent homeowners. 

Employers Mutual Casualty Co. : 20 percent fire and extended coverage, all classes. 
Factory Mutual Insurance Cos. : Filed rating plan. 

Farmers Alliance Mutual Insurance Co. : 15 percent fire, classes 1, 4, 10, 32, 40, 
41, 43, 46, 47, 77, and 81; 20 percent class 23; 15 percent extended coverage, 
classes 1, 2,3, 4; 20 percent class 5. 

Farmers Elevator Mutual Insurance Co. : Filed rating plan. 
mers Home Mutual Insurance Co.: 20 percent fire and extended coverage, 
all classes; 10 percent homeowners and comprehensive dwelling policies. 
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Fidelity-Southern Fire Insurance Co.: 20 percent fire, classes 1 and 23; ext 
coverage, tables 1, 2, 3, 4,5, 5A, 8, and 9. y extended 
Fire & Casualty Insurance Co.: 20 percent fire, classes 1, 4, 5, 


10, 23, 24. 9 
46, 62, 63, and 77; extended coverage, tables 1, 2, 3, 4, 5, 5A.  & al, 
oo 


23, and 24. % 15, 154, 21, 99 
First National Insurance Co. of America: 20 percent fire and extended cover; 
all classes. age. 
General Insurance Co. of America : 10 percent homeowners. 
Globe & Republic Insurance Co. of America: 20 percent fire, classes 1, 4. 9 


and 47, and builder’s risks under classes 1, 4, 23, and 46 extended etme 
tables 1, 2, 5, and 5A, class 7; 10 percent homeowners ee, 


ant . »f 
dwelling policies. ind comprehensive 

Government Employees Insurance Co.: 25 percent fire, class 23: extended cover. 
age, class 5. 

Great American Insurance Co. : 10 percent homeowners. 

Illinois Fire Insurance Co.: 20. percent fire, classes 1, 23, and 77: extended 
coverage, tables 1, 2, 3, 4, 5, 5A, 8, and 9. 

Imperial Insurance Co.: 
and 5A. 

Implement Dealers Mutual Insurance Co.; 20 percent fire, classes 1 and 23: 15 
percent fire, all other classes; 20 percent extended coverage, class 5: 15 per. 
cent extended coverage, classes 1, 2, 3, 4, 6, and 7. 

Indiana Lumbermens Mutual Insurance Co.: Filed rating plan. 

Insurance Co, of North America: 10 percent fire, classes 1, 4, 10, 23, 24, 25, 28, 
40, 41, 46, 48, 58, 62, 73 and 77; extended coverage, all classes: 10 percent 
homeowners. 

Insurance Co. of St. Louis: 20 percent fire and extended coverage, all classes. 

Liberty Insurance Co. of Texas: 20 percent fire, class 23; 15 percent fire, al] 
other classes except class 24; 20 percent extended coverage, class 5: 15 per- 
cent extended coverage, all other classes except class 6. 

Lititz Mutual Insurance Co.: 20 percent fire and extended coverage, all classes, 

Lynn Mutual Insurance Co.: 20 percent fire and extended coverage, all classes, 

Merchants Property Insurance Co. of Indiana: 15 percent fire and extended 
coverage, all classes. 

Mid-Century Insurance Co.: 15 percent fire and extended coverage, all classes: 
10 percent homeowners. 

Mill Mutual Fire Prevention Bureau: Filed rating plan. 

National Standard Insurance Co.: 25 percent fire, class 23; extended coverage, 
class 5. 

Netherlands Insurance Co.: Filed rating plan. 

New York Central Mutual Fire Insurance Co.: 15 percent fire, all classes: 10 
percent extended coverage, all classes. 

Ohio Farmers Indemnity Co.: 20 percent fire and extended coverage, all classes. 

Olympic Insurance Co.: 20 percent fire and extended coverage, all classes. 

Oregon Mutual Insurance Co.: 10 percent fire, class 24; 15 percent all other 
classes; 10 percent extended coverage, class 6; 15 percent all other classes. 

Penn Mutual Fire Insurance Co.: 25 percent fire and extended coverage, all 
classes ; 15 percent homeowners. 

Premier Insurance Co.: 20 percent fire, Classes 1, 23, and 77; extended coverage, 
classes 1, 2, 3, 4, 5, and 7. 

Queen City Insurance Co.: 20 percent fire, classes 1, 4, 5, 10, 12, 23, 28, 29, 32, 
33. 40, 41, 42. 48. 46, 47, 48, 58, 62, 63, 64, 73, 77, and 81; extended cover- 
age, all classes except farm ; 10 percent homeowners. 

Quincy Mutual Fire Insurance Co.: 20 percent fire and extended coverage, all 
classes. a 
Select Insurance Co.: 20 percent fire, classes 1, 4, 10, 23, 28, 29, 33, 46, 47, 58 
62. 63. and 64: extended coverage, classes 1 2, 3, 4, 5, and 7; 10 precent 
homeowners. zs 

Sentinel Indemnity Co.: 20 percent fire, class 23; extended coverage, class d. 

Southern Farm Bureau Casualty Insurance Co. : 30 percent fire, classes 1, 5, 10, 
12, 23, 24, 28, 46, 47, 58, 62, and 73; 10 percent extended coverage, all 
classes. 

State Farm Fire & Casualty Co.: 15 percent fire, all classes; 15 percent ex 
tended coverage, territory 2, all classes; 20 percent extended coverage, ter- 
ritory 2, all classes. 


20 percent fire, class 23; extended coverage, tables 5 
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sciee National Insurance Co., Ltd.: 20 percent fire, classes 1, 4, 23, 24, 25, 28, 
em a8 46, 47, 62, 63, 64, and 77; extended coverage, all classes. 
- Farm Bureau Insurance Co.: 30 percent fire, classes 1, 5, 10, 12, 23, 
= 98, 46, 47, 58, 62, and 73; 10 percent extended coverage, all classes. 
_rscontinental Insurance Co.: 20 percent fire, all classes; extended cover- 
= classes 1, 2, 3, 4, 5, 6, and 7; 10 percent homeowners, 10 percent com- 
nrehensiVe dwelling policies. ; os a." 
‘ion Mutual Insurance Co. of Providence: 20 percent fire, classes 1, 23, and 77; 
oa recent all other classes; 20 percent extended coverage (Seacoast) rate 
ible 5; 15 percent extended coverage (seacoast) all other classes; 10 per- 
cent extended coverage (inland) all classes. ; one 
United Fire & Casualty: 20 percent fire, class 23; extended coverage, class 5. 
Vanguard Insurance Co.: 20 percent fire, classes 1, 23, and 77; extended cover- 
age, classes 1, 2, 3, 4, 5, and 7; 10 percent homeowners. 


SUPPLEMENT 


Buffalo Insurance Co. : 10 percent fireproof, semiframe protected and brick pro- 

tected schools, statewide. ‘ 
security National Insurance Co.: 20 percent all classes, fire and extended cov- 
Pm Alliance Mutual Insurance Co.: 15 percent fire (brick protected and 
unprotected) classes 1, 4, 10, 28, 32, 40, 41, 43, 46, 47, 77, and 81; 20 percent 
class 23; 15 percent fire (frame protected and unprotected) classes 1, 4, 10, 32 
40, 77, and 81; 15 percent extended coverage, classes 1, 2, 3, 4 (frame, brick, 
freproof, semiframe protected buildings and contents) inland and seacoast ; 
20 percent dwellings and contents (inland and seacoast ). 


ReporT ON ACTIVITIES OF THE RATE REGULATORY LAWS REVIEW COMMITTEE 
(By Irving J. Maurer, chairman) 


The NAII Rate Regulatory Laws Review Committee was created by President 
Searl on July 2, 1952. In so doing, the president was carrying out wishes 
expressed by the board of governors in these words taken from the board’s June 
3, 1952, minutes : 

“There was considerable discussion on the existing rate regulatory laws and 
particularly the interpretations being applied under such laws by a number of the 
supervisory Officials. It was pontied out that some of the supervisory authori- 
ties were misinterpreting the laws and that there was quite a trend toward 
rigidity in the administration of these laws in various circles. The view was also 
expressed that some laws had been misinterpreted to the extent of having the 
effect to seriously hamper and perhaps eliminate competition and to invade the 
rights of management of insurance companies. Motion was duly made, seconded, 
and carried that the president appoint a special committee to review the rating 
laws with a view of liberalization thereof.” 

The committee appointed by President Searl included Messrs. John Carton, 
Robert Jamieson, Charles Leftwich, Robert J. McKee, Erwin Meyers, Henry 
Moser, and Irving J. Maurer, who was named chairman. The president charged 
the committee to (1) prepare a comprehensive statement setting forth the posi- 
tin of NAIT on rate regulation, and (2) review rating laws with the view of 
lieralizing where necessary to make certain that the laws are not in conflict 
with fundamental views of the association. 

Beginning in July the committee engaged in some roundrobin correspondence 
which culminated in a written thesis coauthored by John Carlton and Robert 
Jamieson. This was designed to crystallize the matter to be resolved and to form 
the basis for discussion at the first meeting of the committee. 

Thecommittee met in Chicago on September 24, 1952. Progress at this meeting 
Was greatly accelerated, thanks to the foresight, industry, and astuteness of 
Erwin Meyers. Mr. Meyers brought to the meeting a scholarly composition 
embracing (1) historical background of the all industry fire and casualty rate 
regulatory laws; (2) review of experience under the all industry casualty and 
fire rating laws; and (3) suggested changes to the all industry casualty rating 
bill. This treatise gave the committee a smooth and straight track to run on. 
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The committee's discussions at this meeting were so animated and Progressive 
that it was felt we were getting too far too fast. It was agreed that the best 
long-range results would be achieved if the committee would continue the follow. 
ing three-step program : 

(1) Diagnose and probe to determine what may be wrong with the all 
industry rate regulatory laws (and the other types, too) ; 

(2) Prescribe amendments designed to fit the laws into a competitive free 
enterprise economy ; and 

(3) Take calculated remedial steps such as— 

(a) Writing up our prescriptions for various States ; 

(bv) Soliciting the cooperation of others who are also oppressed by this 
onerous legislation, including— ee 

(1) Bureau companies ; and 

(2) Nonbureau companies not members of NAII. 

In keeping with the decision to solicit the cooperation of others, various mem. 
bers, including Manager Lemmon, contacted various individuals and insurance 
group representatives. In response to questions asked, many verbal and Written 
assurances of agreement and cooperation were received. Among the written 
responses were included messages from— 

(1) Association of Casualty & Surety Companies. 
(2) The Employers’ Group Insurance Companies. 
(3) Farmers Underwriters Association. 

(4) North America Companies. 

As a result of the opinion surveys conducted, there is reason to believe that 
there exists in various segments of the insurance industry (1) considerable sym. 
pathy with our committee’s objectives; and (2) a willingness to cooperate with 
us in prudent and propitious procedures to achieve our purpose. 

Increasingly, as your committee progressed in its searches and deliberations 
it was felt that more two-way communication lines should be opened up. This 
would tend to stimulate thought and discussion, and lead to a crystallization of 
opinion. It was deemed particularly important to canvass the NAIT membership 
to determine the consensus. 

At the chairman's request, Mr. Meyers composed the following report and 
questionnaire, which were sent to the NAII member companies on November 13, 
1952: 

Report of NAII rate regulatory laws review committee 

Your comittee was recently appointed by President Searl to review the general 
experience of our member companies under existing rate regulatory laws, more 
particularly the casualty laws; to recommend changes in the policy of the asso 
ciation toward such laws; and to propose appropriate amendments thereto or 
substitutes therefor. This report is to inform you of our views and to ascertain 
the views of each member company. 


ParRT I.—BRIEF HISTORICAL BACKGROUND OF THE ALL-INDUSTRY AND OTHER 
DisTIncT TYPES OF CASUALTY RATING LAWS 


It is general knowledge that the all industry fire and casualty bills were 
designed to retain State regulation of insurance rates. This is made possible 
by Congressional Public Act 15 which provides that the Antitrust Acts and the 
Federal Trade Commission Act” shall be applicable * * * to the extent that 
such business is not regulated by State law.” 

These bills are the joint and compromise product of the National Association 
of Insurance Commissioners and the all industry committee of which your 
association is a member. Ve are largely responsible for various liberalizing 
provisions in such bills which we believed under reasonable administration would 
enable independent companies to operate freely, competitively and without undue 
inconvenience, expense or hardship. 

Alluindustry type laws 


The all-industry type of casualty rate law, with various modifications and 
details, is now in force in nearly all States. The important exceptions are the 
rating laws of California, Missouri, Oklahoma, and Idaho. 

Since these laws were enacted, our association has constantly conferred with 
the various commissioners to insure a liberal construction and enforcement of 
such laws. 
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california type of rating law 

Certain States, of which California, Missouri, and Oklahoma are the most 
‘onortant, regarded the all industry type of bill as unnecessarily restrictive 
avenacted less rigorous rating laws. 
mone essential difference is that such laws define the terms “excessive, inade- 
nate and unfairly discriminatory.” ; 
v Under such laws no rate is excessive unless (1) too high for the risk and 
(2) a reasonable degree of competition does not exist in the rate area. 

No rate is inadequate unless ( 1) too low for the risk and (2) (a) it endangers 
givency, OF (bd) destroys competition or creates a monopoly. 2 4 
"Classifications or subclasses of risks are not unfairly discriminatory if based 
upon size, expense, Management, individual experience, location, or dispersion 
of hazard or any other reasonably relevant consideration so long as applied 
miformly to all like or similar risks. ; ; 

Another essential difference is that no State approval is required before the 
jesired rates may be used and no supporting information is required. . 

A third important difference is that a company is not required to periodically 
report its countrywide loss and expense experience. 


Idaho type of rating law 


The Idaho casualty rating law varies from the all industry and California 
types in that it provides no rate regulation whatever as to any class of insurance 
ghere the commissioner finds that reasonable competition exists. If reasonable 
competition does not exist then the provisions of the all-industry bill apply. 

Rating bureaus are regulated through license requirements and provisions for 
examination by the State. 


Part Il.—CRITICISM OF THE ALL-INDUSTRY LAWS AS INTERPRETED AND 
ADMINISTERED 


From our own observation and experience since 1945 and from information 
gained from others operating under such laws, we believe such laws are subject 
to the following criticisms: 

(1) Too much delay in securing needed rate changes.—Under present depart- 
ment requirements, it is virtually mandatory to furnish detailed supporting 
information with a filing. This frequently requires a delay in filing until the 
end of a statistical year or accounting period before the information becomes 
available. Only then can it be tabulated and put in exhibit form. This may 
delay filings for months. Upon filing, the department may require a 30-day 
waiting period before taking action. If additional supporting information is 
called for, there is further delay. In that case the waiting period does not 
begin to run until after the additional information has been compiled and filed. 
The rates, if approved, cannot be given full effect until the anniversary of each 
wlicy to which it applies. This means a year in most cases. All this adds 
uw to a serious and unnecessary delay which in trying times may cause large 
wderwriting losses even seriously affecting the solvency of carriers, or when 
conditions are favorable, may delay permissible rate reductions. Neither result 
isin the public interest. 

(2) The present system is too complicated and involved to be efficiently ad- 
ministered by most insurance departments.—We are convinced that all insurance 
departments are earnestly attempting to fairly enforce the rating laws but we 
have been gradually and reluctantly forced to the conclusion that the present 
system is too complex to be properly administered by the average insurance 
department with the means at hand or likely to be available. The fault lies 
primarily with the system for which we are in part responsible. 

The filings of a single company with its various classifications normally in- 
volves hundreds of separate individual rates for a single kind of insurance. 
When multiplied by the filings for a score of separate kinds of insurance and by 
the combined filings of several hundred companies, the burden of examining 
ind passing upon such a multitude of individual rates becomes overpowering. 
This isa continuing process. Most rates are revised at least annually. Compe- 
tition forces all companies to file rate changes at about the same time. This 
tases congestion. These laws presume that insurance departments are familiar 
with all phases of the various kinds of insurance and coverages. No one in- 
tividual can be familiar with all branches of the casualty business. The prob- 
lem of the insurance department in most States is further complicated by the 
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lack of a sufficient budget to provide adequately trained people or in gy 
numbers to properly do the work. It is difficult for the departments to hold 
capable technicians in competition with the industry which is itself Short of 
technical personnel and often willing and able to pay higher compensation than 
the States will provide. 

For these reasons we favor simplification of the present rating laws 
alternative, the substitution of a new legal system of rate reg 
plicated but which serves the needs of the public. 

(3) The cost to the public of operating the present rating system is not 
justified —There are certain characteristics of the casualty business which jy 
contrast with the life insurance business, militate against the purely statistic) 
approach to rate regulation. 

Its rapidly and constantly changing loss experience is such that most loss 
data when sufficiently matured to be credible, is then already out of date. Such 
data even though cumulative and nationwide is little more than past history 
and at the best merely an indication of trends. It is of doubtful value in the 
making of rates for the future. 

When we consider current individual rates the situation is worse. Much, if 
not most, of the statistical data now required in support of such rates or clasgi. 
fications is of minor value for ratemaking or rate approval purposes. 

Most independent companies who furnish the real competition do not have q 
sufficient volume of experience to support the rates especially when broken dow) 
into the various classifications. The finer the subdivision, the less the value of 
the data. This is equally true of the bureaus in many situations. Most of such 
data will neither prove nor disprove the propriety of individual rates or many 
classifications. For these reasons among others, we believe that much of the 
expense of the companies for statistical work and efforts of the insurance depart. 
ments, is actual waste which is passed on to the public in the way of higher 
rates or taxes. The rates of independent companies can be reasonably and better 
regulated on an overall general experience basis and at little cost. We reassert 
our former position that free competition is a better regulator than present 
semiscientific statistical methods. 

(4) The insurance departments fail to give adequate consideration to the 
judgment factors in rate administration.—Subsection (a) of section 4, the rate 
filing section of the all industry casualty bill, recognizes that judgment of the 
filer is entitled to at least equal weight with experience in supporting a rate 
filing. Because of the lack of value or irrelevancy of much statistical informa- 
tion when it finally becomes available, great reliance must necessarily be placed 
on judgment factors of various kinds. Yet the insurance departments give this 
scant consideration and increasingly require detailed supplemental statistical data 
which for mathematical reasons cannot be satisfactory. In view of these u- 
realistic conditions we believe the rate regulatory system must be changed. 

(5) The administration of the rating laws to date is hampering and limiting 
competition and is discouraging improvements in the business.—There is a grow- 
ing tendency among the departments to standardize the business and force wi- 
formity in procedures, coverages, rating plans, and systems. What may make 
for ease of administration is not necessarily in the public interest. As stated, the 
insurance departments handicap companies by placing too much weight on 
problematical statistical data with resulting increased costs and expensive 
delay; giving insufficient weight to judgment factors; and making it difficult or 
impossible to introduce new plans of operation, classifications or coverages of 
public benefit but these at the outset must necessarily depend mainly on judgment 
factors. In such cases, there is no preexistent experience. 

This process of regimentation if continued will ultimately seriously weaken or 
destroy independent competitive companies and bring about a rigid and uniform 
cartel-like system. Such a condition is likely to invite even further and more 
rigid control of the business. 

(6) The present system carries with it undesirable political aspects—The 
insurance commissioner is necessarily in a trying political situation. Almost the 
entire public buys insurance and he must justify his actions especially as to rate 
increases. One of the greatest dangers under the present system is the difficulty 
of securing necessary rate increases promptly. The more complicated the rate 
supervisory system and the greater the responsibility of the supervisor, the more 
will these factors exist. We will never entirely escape these political aspects, 
but a practical regulatory system should minimize them. 
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(1) The judicial review provisions are of little value—In most States the in- 
qurance commissioner is not bound to observe the formal rules of pleading or evi- 
jence. There is no specific requirement that he base his action on legally col- 
petent, relevant, and material evidence which is required in all other litigation. 
Jn most States where the scintilla rule prevails, the reviewing court must sustain 
the commissioner if there is any evidence in the record to sustain his ruling or 
finding. Reviewing courts generally sustain the administrative officers, espe- 
cially in complicated fields such as insurance rate regulation as to which the 
court has little technical knowledge. The appeal in most cases is based upon 
the record and is not treated as a de novo proceeding. 

Aside from these considerations, the review procedure is faulty for the further 
reason that by the time the highest court has passed upon the rates in question 
they are already obsolete. It is impractical for the company to later collect an 
additional rate. If refund is required, the additional expense involved will 
frequently equal the amount of the refund. So nobody wins. 


PART III.—SUGGESTED STATUTORY REMEDIES TO REMOVE ABOVE CRITICISMS 


We suggest for your consideration two general approaches : 

(1) Adopt the substance of the Oklahoma casualty rating law (House bill 
95, Laws of 1949) with a few desirable changes, or, what amounts to the same 
thing, so amend the all-industry bill as to make it consistent with the Oklahoma 
casualty rating law. The Oklahoma law follows the pattern of the California 
rating law (ch. 805, Laws of 1947). 

The chief variations from the all-industry pattern are as described under the 
heading “California Type of Rating Law” in part I. 

Under the Oklahoma law there is little occasion for statistical exhibits even 
onarate hearing. Expenses would be much less. There would be great freedom 
ofaction and free play of competition. 

(2) Adopt the Idaho casualty rating law (ch. 95, Laws of 1951). 

The provisions of this law are explained under the heading “Idaho Type of 
Rating Law,” part I above. 

If the Idaho law is favored as a substitute for the all-industry casualty rating 
laws, we recommend the following changes : 

(a) It should be so amended as to eliminate rate regulation where reasonable 
competition exists not only as to Classes of insurance but also as to subdivisions 
of classes. 

(b) The provisions of section 11 through 19 (provisions of the all-industry 
bill), which apply where reasonable competition does not exist, should be revised 
to be consistent with the principles of the Oklahoma law as described above in 
(1) of this part ITI. 


Do such proposals constitute regulation within the provision of Public Act 15 


We are of the opinion that the courts will sustain the California-Oklahoma 
plan as a bona fide system of rate regulation. It provides for rate control. The 
courts are not concerned with details which are a political question within the 
peculiar discretion of the legislature. 

Those of the committee who have given most thought to the matter believe 
that the Idaho law will be held to be regulation within the meaning of Public 
Law 15. 

We have not attempted a detailed draft of statutory language to be used in 
any individual State for either of the above proposals since this must necessarily 
be done State by State so as to mesh into the existing insurance laws, rating 
and otherwise. 

Respectfully submitted. 

IRVING J. MAURER, Chairman. 
JOHN H. CARTON. 

Ropert G. JAMIESON. 

C. W. Lerrwicu. 

Rospert J. McKee. 

ERWIN A. MEYERS. 

HeENry S. Moser. 

WILLIAM SEARL, 

VESTAL LEMMON, Manager, 


National Association of Independent Insurers. 
Dated: November 13, 1952. 
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QUESTIONNAIRE 


You are requested to return this questionnaire on or before November It 
1952, to Rate Regulatory Law Review Committee, care of office of the NAIL 
111 West Washington Street, Chicago, Ill. ’ 

(1) Do you feel that the present all-industry type of casualty rating lay 
works reasonably well and that no change in rating legislation is necessary? 


(2) Are the criticisms of the all-industry casualty bill as set out in part I] 
ie By hl: re 
(a) If not, wherein do you differ? (Attach memorandum. ) 
(b) Have you other criticisms not covered in the report? _----______ 
bat ste (Attach memorandum. ) son aoe 
(3) Do you approve the recommendations in (1) part III of the report 
(Oklahoma-California types of rating law) ?. ..- .«.-~- ~~ 000 snes 
(4) Do you approve the recommendations in (2) part III of the report 
CE S500. OF TONS OE cane satire apnea neon eel 
(5) Do you suggest any other legislative alternative? _.---......... 
(Attach memorandum.) a 


(6) As between recommendations in (3) and (4) above, which do you 
NI ia castes tpeinn cd ceatbatindthagm tps Reaat 

(7) What in your judgment is the prospect of securing legislative relief jp 
these matters in your State at the coming session of your legislature? 


(Title): "2 

Manifestly, insufficient time has elapsed since its release for all member com. 
panies to register the opinions asked in the questionnaire. The first batch of 
returns, however, indicated the following: 

(1) Do you feel that the present all-industry type of casualty rating law 
works reasonably well and that no change in rating legislation is necessary? 
Yes, 1; no, 26. 

(2) Are the criticisms of the all-industry casualty bill as set out in part IJ 
of the report valid? Yes, 27; no, 0. 

(3) Do you approve the recommendations in (1), part III, of the report 
(Oklahoma-California types of rating law)? Yes, 23; no, —. 

(4) Do you approve the recommendations in (2), part III, of the report 
(Idaho type of rating law)? Yes, 21; no, 2. 

(5) Do you suggest any other legislative alternative? Yes, 1; no, 16, 

(6) As between recommendations in (3) and (4) above, which do you prefer? 
(3), 13; (4), 7. 

(7) What in your judgment is the prospect of securing legislative relief in 
these matters in your State at the coming session of your legisature? Good, 3; 
fair, 25; poor, 2. 

This describes the committee’s activities from its origin up to the present time. 


InviInG J. MAURER, 
Chairman, NAII Rate Regulatory Laws Review Committee. 
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REPORT 


To the Honorable General Assembly: 


Gextithe session of the General Assembly of 1926, Delegate Wilbur C. Hall 


. a bill providing for an insurance investigation, which bill became a law 
: March 25, 1926, being chapter 541 of the Acts of 1926. Pursuant to this act, 
His Excellency, the Governor of Virginia, appointed the undersigned a commission 
to investigate the matter of fire and liability, casualty and workmen’s compensa- 
tion insurance rates In Virginia and other States. 

Your commission respectfully reports : 

The insurance field is an exceedingly broad one. It is so broad, indeed, as to 
render impracticable a thorough and satisfactory investigation of all the topics 
inluded within the limited time and with the limited facilities at the command 
of this commission. The sum of $2,000 appropriated was not sufficient to admit 
of the employment of a full time expert to conduct this investigation. 

From the necessities of the case, therefore, this commission has limited the 

of its inquiries and will restrict its report herein to the subject of fire in- 
wrance alone. That subject standing by itself has to do with one of the biggest 
economic problems confronting the people of Virginia to-day, and a sound solu- 
tion of its problems can only be reached by a painstaking and thorough study of 
all the many factors involved. This your commissioners have endeavored to do. 
To that end it has held numerous and extended hearings at which have been con- 
yened the representatives of all the different fire insurance interests doing business 
in Virginia. At these hearings it has examined at length the many witnesses 

by the various parties affected. 

On its own motion the commission has also convened and taken the testimony 
of experts and statisticians on the subject, and has read and studied much avail- 
able literature pertaining hereto, including the relevant laws of the various States 
awd the decisions of the various courts bearing thereon. 

The fire insurance business, not only in the United States but in this State 
alone, has grown to enormous proportions. So universal has its use become in 
its application to all sorts of property that it is generally referred to as a tax on 
the body politic. While technically, of course, it is not a “tax,” so universal is 
its need by the public as plainly to affect the business with a public interest. In 
the growth and expansion of the business its organization has necessarily become 
very elaborate. The method of arriving at the profits or losses of the various 
companies and in fixing of rates to be charged the public have become difficult 
and too complex to be understood without a great deal of investigation. So has 
the question of the uniformity or lack of uniformity of rates, the latter being gen- 
tally referred to as discriminations. To familiarize oneself with all these ques- 
tions and to determine the extent to which the public authority should control 
rates, and how, is not an easy task; hence the commission, in order that its con- 
dusions may be set forth clearly and made easily understandable, has found it 


meessary to treat the matter more or less comprehensively. It will, therefore, 
te discussed in the following order: 


‘ 1, The organization of the business as at present constituted and the existing 
irginia statutes. 


2. The question of the reasonableness of rates in Virginia. 
3. Discriminatidns. 

4. Other incidental matters. 

5. Bureau of insurance. 

6. Recommendations. 
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I. ORGANIZATION OF THE BUSINESS AS AT PRESENT con 
STITUTED AND THE EXISTING VIRGINIA STATUTES 


ane organization will be treated the following subjects in the order men- 
. The different company plans. 

. The National Board of Fire Underwriters. 

The Southeastern Underwriters Association. 

. The Virginia Inspection and Rating, Bureau. 

The agency question. 

The physical territorial subdivisions in Virginia. 

The statutes. 


NN = 


NAMA w 


1. Tue Dirrerent Company PLANs 


Practically the whole fire insurance business of the United States is conducted 
by the stock fire insurance companies, by the mutuals, and by what are known ay 
the reciprocals and interinsurance exchanges and other similar companies. 


Stock Companies.—The stock company plan, of course, is familiar to all. These 
companies are organized purely on a commercial basis, for profit. They usually 
charge a flat rate and make no return of excess earnings to policyholders, such 
as the life insurance companies do. Of these there are four domestic i 
one hundred and twenty-six companies of other States, and twenty-eight United 
States branches of companies of foreign countries at present licensed to do busi- 
ness in Virginia. 

The Mutual Companics—The mutuals, as their name implies, as a rule, are 
avowedly not organized for profit, but only for the protection of their members 
on the mutual plan. Of these there are four domestic, and eighteen companies of 
other States at present licensed to do business in Virginia. 


The Reciprocals and Insurance Exchanges—Again, as their name implies, these 
are organized on a reciprocal basis. Usually their respective members give a 
power of attorney to a common representative, authorizing him to commit the 
member so far as is necessary to indemnify the total membership against loss 
under certain conditions. At present there are sixteen of these licensed to do 
business in Virginia. 


2. Tae NaTIONAL Boarp or Fine UNDERWRITERS 


This is what might be called the parent organization of a large number of 
the stock companies. It has a membership of about two hundred and ten of these. 
It is a voluntary organization with head offices in New York, functioning primarily 
for the purpose of gleaning and compiling for statistical purposes the experience 
of its members. The information so obtained is tabulated annually and passed on 
to its,members and also to the various inspection and rate making bodies through- 
out the country and hereinafter mentioned. 

At one time this organization acted as the supreme rate making authority for 
the entire country, operating through district and local boards and bureaus under 
its direct control. This function it ceased to exercise after the year 1877. In an 
address delivered in May, 1927, its president suggested it should again be given 
this power. The Insurance Commissioner of Virginia is quoted as advocating this 
plan. Though this would have its advantages because of its facilities for tabulat- 
oe ience over a broad field, it must always be borne in mind the States 
t should preserve ultimate control over this matter. 
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3. THE SOUTHEASTERN UNDERWRITERS ASSOCIATION 


This brings us to a consideration of this association, which is a voluntary 
ization composed of the fire insurance stock companies doing business in 
the State of Virginia, North Carolina, South Carolina, Georgia, Florida and 
Alabama, with head offices at Atlanta, Georgia, and organized for the avowed pur- 
of supervising and controlling inspections in this territory, and in fixing 
rates of fire insurance herein to be applied by- its members. It has done excellent 
work in inspection and in securing better fire protection. It is a powerful or- 
zation and practically controls the rates so far as standard stock companies 
concerned in the whole of this territory. Formerly included under its juris- 
diction were other States, notably that of Louisiana, which has recently withdrawn 
from under its jurisdiction and established its own State rating bureau. Not only 
does this association control the rates in the territory mentioned, including that of 
Virginia, but it dictates the policy of the companies, political and economical, and 
igs its Own respresentatives to appear before the legislatures of these States in 
the interest of their control. 

It is organized, of course, in the interest of the stock insurance companies, and 
where there is conflict between these interests and those of the public the latter 
is necessarily not always adequately represented by a proponent. The result is up 
tothe present time the laws of the various States, and particularly those of Vir- 
ginia, in the view of this commission, have not and do not now adequately protect 
the public. The particulars thereof will be dealt with later. 


4. Tue Vircinia INsPection AND Ratinc BurEAU 


Before any insurance company will insure a given piece of property it is 
meessary, first, that its representatives make physical inspection of the property, 
a, second, fix thereon a rate presumably in keeping with the condition found. 
it has already been seen there are some one hundred and twenty-six stock com- 
panies alone doing business in Virginia. If it were necessary for each company to 
make its own inspection for each risk insured, it is immediately apparent there 
yould be an enormous duplication of inspections and a great variety of rates 
resulting therefrom as well as a great piling up of unnecessary cost. In order to 
woid this, the modern theory is that there should be established a central bureau 
organized to make scientific inspections and to fix the rate thereon in accordance 
with some uniform guiding principle, into which bureau should be gathered a large 
mmber of company members. In some States only one bureau exists, which all 
must use. This has the advantage not only of uniformity of application of the 
rate, but of greatly reducing the cost. In some States any number of such bu- 
reaus are permitted. This latter is true of Virginia, though as a practical matter 
marly all of the stock fire insurance companies are members of the Virginia Rat- 
ig and Inspection Bureau, though the mutuals and reciprocal companies are not 
permitted to membership as will be hereinafter mentioned. This brings us to a 
discussion of this bureau. 

As at present constituted it is claimed to be owned by the stock fire insurance 
companies who are members thereof. It is operated exclusively for their benefit 
in advising fire insurance rating schedules on certain classes of risks, promulgat- 
ig fire insurance rates by the application of rating schedules, establishing under- 
witing forms, rules, regulations, and in the inspection of all business written by 
is members. It grades and classifies for fire defenses and physical conditions 
wh smaller towns as are not supervised by the National Board of Fire Under- 
witers. It also acts as a “stamping office” for its members and other various 
agencies in the State; that is to say, every agent must report to this office the 
policies written by him and receive a “stamped” approval of all rates fixed by 
him to his customers. This is in the interest of uniformity. As hereinafter 
mentioned, however, this organization is entirely subservient to the dictates of the 


Southeastern Underwriters Association. 


History—Prior to 1920, it seems admitted, absolute authority was vested 
oer Virginia matters in the head office of the Southeastern Underwriters Associa- 


o 
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tion in Atlanta, Georgia, acting through a rating and inspection bureau in Vir. 
ginia, supervised by the so-called “Virginia Committee’ composed of field 
traveling in the State of Virginia or general agents located in Virginia. Every. 
thing the committee does is subject to the approval of the executive committee oj 
the Southeastern Underwriters Association. While it is contended that the Vir. 
ginia Inspection and Rating Bureau has in practical effect some latitude of action, 
it is apparent it is wholly dependent upon and guided by the Southeastern Under. 
writers Association. 


The Virginia Inspection and Rating Burcau's Relation to the Public in Vir. 
yinia.—As it has already been seen, this bureau initiates no rates in the State: 
hence its relation to the public is merely administrative in carrying out the pro- 
nouncements of the Atlanta association. If a policyholder is discontented with 
the findings of an inspection or dissatisfied with a rate given him, in practical 
effect he can get no final redress at the hands of the Virginia bureau. His com- 
plaints must be passed along to the Atlanta association, which in the nature of 
things cannot be in touch with local conditions nor in direct sympathy with the 
problems of the citizens of Virginia. The result is frequent and flagrant com- 
plaints of arbitrary rates being applied particularly for deficiencies, or what are 
known as “penalties,” against all oi which a citizen of this State has no real 
redress. He simply has to take what is given him. It is true, in some instances, 
he may apply to the mutuals, but this relief, as conditions are at present in this 
State, is not always adequate. 

In this connection it may be well to point out that the final rate charged the 
policyholder has two constituent parts: first, the “base rate,” which is a definite 
figure fixed by the Southeastern Underwriters Association of Atlanta for a cer- 
tain standard risk. This rate is passed on to the Virginia Inspection and Rating 
Bureau for application. The base rate is relatively a small proportion of the 
whole. The other constituent part of the final rate is represented by what is 
known as a “penalty” or deficiency charge for additional exposures, hazards, ete, 
The amount of the “penalties,” deficiencies, etc., for particular hazards, is also 
fixed by the Southeastern Underwriters Association and also forwarded to the 
Virginia Inspection and Rating Bureau. After the inspector determines the ad- 
ditional exposures or hazards and reports to the Virginia Inspection and Rating 
Bureau, the latter then applics the amount of the “penalty” to be added to the 
“base rate” in accordance with the formula already furnished it by the South- 
eastern Underwriters Association, so that the Virginia Inspection and Rating 
Bureau has no real authority in the matter except such as it derives from the 
practical exigencies of the situation in applying formulas or schedules already 
deposited with it by the Southeastern Underwriters Association. The final or 
ultimate rate is frequently three times the base rate. 


The Mutuals and the Reciprocals—lIn addition to the mutuals already men- 
tioned as licensed to do business in this State, we understand there are numerous 
county or farm mutuals serving the different sections. 

Due to their peculiar nature, these mutuals and reciprocals are able to do 
business at a much lesser expense than are the stock companies. For example, 
the Mutual Assurance Society of Virginia (Old Mutual) has very reasonable 
expenses, though it pays its agent a very fair per cent for writing the 
business. At all events, it is not denied that the mutuals and the reciprocals are 
able to, and do, in fact, write insurance in Virginia of a satisfactory nature at a 
very much cheaper ultimate rate than that charged by the stock companies. More- 
over, neither the Insurance Commissioner of Virginia nor the stock company 
representatives have been able to point out to the commission any serious losses 
in the last ten years sustained by any policyholder of any mutual in the State 
because of the insolvency of the company, nor has the commission been shown 
where the policyholder has been made liable in the case of conflagration for any 
excessive calls for additional premiums. . . 

With respect to the relation of the mutuals to the stock companies of Vir- 
ginia, and particularly with respect to the mutuals’ relation to the Virginia In- 
spection and Rating Bureau, a peculiar situation exists. 
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In chapter 163, Acts of 1920, section 2 thereof provides: 


“A rating bureau may consist of one or more insurers, and one con- 
sisting of two or more insurers shall admit to membership any authorized 
insurer applying therefor and agreeing to abide by its rules and regulations. 

Before this act was passed, no bureau had legal recognition in Virginia. It 
ill seem the statute apparently made it mandatory that a bureau consisting of 
Ma e than one insurer should “admit to membership any authorized insurer apply- 
Se therefor.” This was broad enough to permit the mutuals membership in the 
we yu. However, in the interest of the stock insurance companies the Virginia 
Inspection and Rating Bureau, after the passage of the act of 1920, made in- 
eligible to membership any company which returned a part of the premium by 
way of dividend, or otherwise, etc., to its policyholders. This at one fell swoop 

juded the mutuals from membership in the bureau, though as a matter ot 
courtesy it furnishes, as we understand, without charge to the Mutual Assurance 
Society of Virginia, all information that it desires. It seems to us that a proper 
construction of the statute would have the effect of admitting mutuals, even though 
the bureau had passed such a resolution, and that it was not intended that the 
bureau by its rules and regulations could set up a different class of membership 
or limit the membership otherwise than as expressed in the statute itself. It 
would appear that, when the modifying clause “and agreeing to abide by its rules 
and regulations” was added, this clause could only have meant such rules and 
regulations as were administrative in their nature—in other words, rules as to 

, officers, inspections, etc. The real intention of the legislature should be 
made clear. The ruling of the commissioner was that it was intended that mutuals 
should not be admitted. 

As far as our investigation goes twenty-two States have :ating laws, and all 
admit mutuals except Virginia to membership in the rating bureau. Twelve of 
these States absolutely control the rates, while ten give to the constituent in- 
surance authority of the State power to revise the rates for cause. 


Variation—tIn this connection the provisions of section 8 are important. 
While any insurer’s rate must be uniform as applied to a particular class of 
risk, if the insurer thinks the rate on a particular class of risk is too high and 
he can make money on it at a lower rate, he is permitted to file application for 
“variation” under this section and to lower the rate if he complies with the pro- 
visions thereof. The idea of this provision is to permit healthy competition and 
to bring about a condition whereby any rate found by experience to be too high 
will sutomatically be reduced by competition. Unfortunately, the provision has 
not brought about this result for the reason that the stock fire insurance com- 
panies admit that no member of the Virginia Rating and Inspection Bureau will 
take the initiative of filing such a “variation” or application for reduction on a 
particular class of risk, because there is a tacit understanding to the contrary,— 
in other words, there is a tacit understanding restraining the one hundred and 
twenty-six stock companies from thus competing with each other. 

The only influence therefore in the State tending to hold a rate down on any 
given class is: first, the fear of the stock companies that a rate may become so 
attractive as to invite new stock companies in the State in competition with them, 
and, secondly, the fear of the mutuals ever standing ready to compete with any 
wubject of insurance ae unusually attractive rate. 

It would seem very difficult as a practical matter to force the stock com- 
panies into Competition in the respect mentioned under section 8, as to which they 
tow have a tacit agreement precluding such competition. Apparently, then, the 
only method left open in which to insure competition is to invoke the aid of the 
mutuals. There is no Competition as to rates, the only competition being between 
companies; therefore, since ition in rates has been eliminated as to stock 
companies, it is essential to have. full State control. If the rate situation in Vir- 
o was m any sense competitive there wou'd be no necessity for dealing with 
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5. Tue Acency QUESTION 


Still bearing on the organization of the business, the agency question j, 
pertinent. The commission finds that it is the prevailing opinion that a cp. 
siderable amount of insurance is being written by agents on bad risks to whic 
are attributable many losses reflecting themselves in a larger burning ratio and 
in the ultimate additional and apparently unnecessary expense to the policyholder 

The Association of Stock Fire Insurance Company Agents in Virginia has 
gone on record as favoring a law setting up qualifications for agents. In this 
connection the chairman of the executive committee of the Virginia State Associa. 
tion of Insurance Agents (R., page 317) said: 


“We feel that a great many of the troubles in the insurance busines; 
today are directly attributable to the incompetent insurance agency. The 
fire insurance policy is a very important document; it has a good many con. 
ditions; the very nature of the business apparently makes these conditions 
necessary; and an agent not familiar with them can cause a great deal of 
trouble. He can make the companies unpopular and, worse than that, 
can bring very substantial losses to the property owner. We think that th 
licensing of inexperienced agents and men who know nothing about tle 
business, but use it as a side line with some other business, or to several 
other lines of business, is very detrimental tu the interests of the public, to 
say nothing of the interests of the companies or the agents themselves. We 
would .recommend a standard of qualifications. 

“We attempted at the last session of the legislature to have such a law 
enacted at that time, but it was defeated. Such laws are in force in several 
States of the Union today. I cannot tell you which they are.” 


The Insurance Commissioner of Virginia (R., page 98) said: 


“I have always favored an agent's qualification law. It has been in- 
troduced on several occasions and I patronized it, introduced and advocated 
it last session. I believe that more strict qualification should be required of 
insurance agents than those required at present, and I think too mary agents 
are in the insurance business who krow nething about the business and 
render no service except to draw their commissions.” 


And again the Insurance Commissioner said (R., page 100) : 


“* * © He should be required to stand an examination. * * * I am 
thoroughly in accord with that. A number of agents have told me they 
would be willing to take a ten per cent commission if their volume of 
business could be doubled.” 


Again the Commissioner of Insurance said (R., page 101): 


“The bane of the insurance business is over insurance. The irrespon- 
sible agent, thinking only of his commission, will write risks that a respon- 
sible agent would not write; he makes no inspection, he values it upon the 
statement of the insured, and he writes a policy greatly in excess of the 
value of the property, which is at once the incentive for burning, which, of 
course, increases the loss ratio and cost to the public.” 


On the other hand, the stock companies oppose any qualification requirements 
for agents on the ground that it is impracticable to defme or ascertain who is 4 
“responsible” and who is an “irresponsible” agent. We feel that the whole agency 
question should be carefully considered by the constituent insurance authority of 
the State, to which authority shall be left the right to grant licenses and to deter- 
mine what should be an agent’s qualifications, and the right to require from all 
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agents reports relating to the amount of insurance written, the type of risks and 
other pertinent matters. 


6. THe Puysicat TerritoriaL SUBDIVISIONS IN VIRGINIA 


Unique in the history of fire insurance, at least so far as the territory embodied 
in the jurisdiction of the Southeastern Underwriters Association is concerned, is 
the situation with respect to the arbitrary territorial subdivisions in Virginia for 
nating purposes. Uniformly, certainly in the other States of the Southeastern 
Underwriters Association territory, the State is considered as a unit for rate- 
making purposes. Indeed, in Virginia, in computing the results of their business, 
the fire insurance companies themselves treat the State as a unit. In fixing rates, 
however, the State is divided into five arbitrary divisions, as follows: 


Designation Counties Included 

fastern Shore............... Accomac and Northampton. 

Pied MOMt.........---.---se--0es Culpeper, Fauquier, Greene, Madison, Prince William and 
Rappahannock. 

Valley..........-----------+------ Arlington, Augusta, Clarke, Frederick, Fairfax, Highland, 
Loudoun, Page, Rockbridge, Rockingham, Shenandoah 
and Warren. 

EE Bland, Botetourt, Buchanan, Craig, Dickenson, Giles, Gray- 


son, Lee, Montgomery, Pulaski, Roanoke, Russell, Scott, 
Smyth, Tazewell, Washington, Wise and Wythe. 
Virginia General.......... 7 counties, including the cities of Norfolk and 
ichmond. 


The smal! territory of Northampton and Accomac is in one district known 
as the “Eastern Shore”; the counties of Prince William, Fauquier, Rappahanrfock, 
Culpeper, Madison and Greene constitute the “Piedmont” zone; generally speak- 
ing the Valley counties, including Loudoun and Fairfax are in what is known as 
the “Valley” zone; and the counties to the south of Rockbridge and Alleghany 
and to the west of Bedford, Floyd and Carroll constitute the “Southwest” zone. 
All the rest of the State is incorporated within what is known as “Virginia Gen- 
eal.” This, it will be noted, includes the cities of Richmond, Norfolk, Ports- 
mouth, Danville, Lynchburg and a large part of the manufacturing and industrial 
area of the State. Added to this “Virginia General,” on the west side of the 
Valley are two counties, Alleghany and Bath, which counties also include numer- 
ws manufacturing and industrial enterprises. No reason has been advanced at 
all why these two counties should be tacked on to “Virginia General.” Geographi- 
ally it will be seen they are detached from it. 


7. Tae Statutes 


In the main the statutes governing this subject are covered by the Acts of 
1920, chapter 163. The two main features of these statutes as to which we shall 
draw your attention are: 


First—The provisions bearing on the measure of control the State assumes 
over the rate making power; and 


Second.—The criterion or method provided in. the statute by which it is to be 
ascertained whether the companies are making or losing money. 


Section 11 of the act refers to both of these as follows: 


“If at any time it shall appear to the Commissioner of Insurance that 
the rates charged for fire insurance in this State are excessive or unreason- 
able in that the results of business of stock fire insurance companies in this 
State during the five years next preceding the year in which the investiga- 
tion is made as indicated by the annual statements of such companies made 
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under oath to the Insurance Department, show an aggregate “underwriting 


profit” in excess of a reasonable amount, then the said Commissioner of ram 
Insurance shall have power to order a reduction in the rates on those classes sent | 
which are yielding an excessive rate as will reduce the “underwritis, ) of tt 
profit” to a reasonable amount.” " a 

writ 





It will be observed as to the first feature mentioned the statute only gives the ¢ 
the Commissioner of Insurance power to make a reduction in the case of 


underwriting profit. It does not, in terms at least, authorize him to prevent a rai missi 
going into effect, nor does it seem to give him any plenary power in the matter at ” - 
all, except based on the previous five years’ experience. It is true that it is not ae 
safe to use as a criterion any shorter period of time than this. On the other hand, the ri 
the constituent insurance authority of the State, in the judgment of this commis. cons 
sion, should have broader opportunity to use his discretion as to making immediate = 
reduction where the exigencies of the case seem to require, or to prevent the é 
putting into effect by the insurance companies of a raise of rates where it seems ‘em 
unnecessary. The statute in this respect is far from satisfactory. =, 

Method of Control_—In this connection it is the judgment of this commission cent ¢ 
that in order to correct this ineffective control over rates, a rather drastic change accoul 
should be made in the law, withdrawing the State from under the control of the losses 
Southeastern Underwriters Association, setting up a new inspection and rating consid 
bureau organized under the constituent insurance authority of the State, modeled be chi 
in many respects along the lines of the Louisiana and the Texas acts. is inci 

In our judgment, to the new inspection and rating bureau all mutuals as well not re 
as stock companies should be admitted, and no company should be licensed to do ten in 
business in Virginia unless it is a member of this bureau. The constituent in- nine p 
surance authority of the State should have full control of this bureau, fixing or are nc 
approving the final rates as well as the base rates, bearing in mind always that , assum) 
the insurance companies are entitled to reasonable return upon the capital invested ing th 
in the business. operat 

It is the opinion of this commission that the constituent insurance authority the ot 
of Virginia should not be vested in a single individual. The best judgment of one ha 
several commissioners is needed, and these commissioners should have original would 
jurisdiction in determining all questions of importance as to insurance, and should penses, 
have great latitude in making invetsigations, in organizing their office and clerical from | 
force, and in employing the best type of experts, actuarial and accountant, so due to 
that both the insurance business and the public may have absolute confidence in show 
the fairness and reasonableness of their control. Already we have in the Com- securit 
monwealth a commission established by the Constitution to deal with corporation loss or 
matters, to make or approve rates for railroads, and all other public utilities, | ing fu 


(a) We think that the control of all insurance matters should be placed in of sec 
the hands of the Corporation Commission of Virginia with full authority to make ably tt 
or approve all rates as to fire, automobile, liability, and casualty insurance, and the 


rates as to surety bonds. suranct 

(b) If this method of control of insurance matters does not meet with ap sw 
proval, we suggest the consideration of the plan of Louisiana, of an insurance for so 
commission of three full time members, from whose decision there will be allowed Or 
an informal appeal to the Court of Appeals. of the 


(c) If neither of these methods is satisfactory, we respectfully recommend spectior 
to the General Assembly to establish such definite State control over insurance ment b 
matters in some way that will make it possible for the rights of the public to to the 


be protected as well as the interests of the fire insurance companies. upon tl 
(d) In our judgment, the rates for workmen's compensation insurance the fina 
should be fixed or approved by the Industrial Commission. alter th 


The Underwriting Profit Provision—The law as it now stands says that the © Ty 0% 
Insurance Commissioner has no power to order a reduction in rates unless it ap sips, 
pears that the companies have earned an “underwriting profit” in excess of a the like 
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reasonable amount. This “underwriting profit,” it will be shown, does not repre- 
gent real profit, but a fictitious result. The State is playing wholly into the hands 
of the insurance companies when it permits them to earn what is technically 
termed a reasonable “underwriting profit.” A substantial percentage of “under- 
yriting profit” on carned premiums as so figured represents an enormous profit on 
the capital stock. In effect, then, the present provision of the statute has said that 
the insurance Companies must make an enormous profit before the Insurance Com- 
missioner may order a reduction in rates. Hence the statute should be changed 
to the effect that when the rates on any classifications are yielding an actual profit 
in excess Of a reasonable amount, the rates shall be lowered, and vice versa, when 
the rates on any classifications are yielding an actual loss, the rates shall be raised, 
considering always that part of the assets of the company used or usable in the 
Virginia business. ' es 

It should further be affirmatively provided that in arriving at what is an actual 
profit, the constituent authority should consider not only the earned premiums but 
forty per cent of the increase each year of the unearned premiums, for if any 
company wished to liquidate it could pay for reinsurance with about sixty per 
cent of the unearned premiums. Also, credit should be given to the operating 
account of four per cent interest on the unearned premium reserve. In calculating 
losses and other deductions, all actually paid losses and paid expenses should be 
considered. Not more than one-half of the pro rata home office expense should 
be charged to operating expenses, for at least half of the home office expense 
is incurred in caring for the investment account and general business that does 
not relate immediately to the premiums being collected on the policies being writ- 
ten in the State. In connection with the latter item, it will be recalled that ninety- 
nine per cent of all the home office or other overhead expenses of the company 
are now allocated pro rata to the States. We say all of this, of course, on the 
assumption that the companies will be permitted to still use their system of divid- 
ing their total business into two parts, that of what they call underwriting or 
operating on the one hand, and that of what they term banking or investment on 
the other hand. Of course, if the system of considering all the receipts on the 
one hand from all sources, and all of the outgo on the other is adopted, then it 
would be fair to prorate to Virginia its proportion of all of the overhead ex- 
penses, because it would be getting credit on the other side for all of the receipts 
from the investment end of the business. Within the last two or three years, 
due to the enormous rise in the market value of securities, the companies will 
show an enormous profit in increment as distinguished from income, in these 
securities. In the period of market depreciation it would likewise show enormous 
loss or decrease of values. If this system is to be used, therefore, some equaliz- 
ing fund would have to be set up with respect to increment or decrease in value 
of securities, otherwise the account would always show wide fluctuation. Prob- 
ably the way out in this connection is to use as a basis an arbitrary and stable 
valuation of securities, such as is now used by the National Convention of In- 
surance Commissioners in a publication put out annually listing all the securities 
in which the insurance companies invest and fixing for rate making purposes and 
for solvency purposes a fair value thereon, regardless of the market value. 


Other Provisions of the Statutes—We have called attention to the provisions 
of the section of the statute which has eliminated mutuals from the Virginia In- 
section and Rating Bureau. We have also called attention to the working agree- 
ment by which no variations are filed by the stock companies. We call attention 
io the provisions of the statute of 1920, which fails to make section 5 mandatory 
upon the Commissioner of Insurance to keep in his office at all times a file of 
the final rates. The base or schedule rate of the stock companies have been filed 
alter they have been promulgated. The consent of the commissioner for promulga- 
tion is not required by law. These schedule rates are known as “white slips.” 
The schedule rate, however, is not the final rate. The final rates, known as “pink 
slips,” include all the penalties and deficiencies, such as exposure, occupancy, and 
the like, and is usually from two or three times greater than the base rate. The 
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final rates have never been filed in the office of the Commissioner of |] 

It is quite humiliating to a citizen of the State to go to the Bureau of Insurance 
and not be able to secure there information regarding his insurance policy rate 
This section of the law should be strengthened so that complete files of 

rates, or “white slips,” and complete files of final rates, or “pink slips” shalj be 
kept in the office of the bureau in a usable form. In addition the statute should 
require that an order book be kept showing all changes in rates authorized or 
approved at any time. 
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ll. THE REASONABLENESS OF RATES IN VIRGINIA 


the matters about which this commission is directed to report is that 
{ rates. Whether these are too high is a question of fact to be ascertained by a 
‘teration of all of the factors involved. While an insurance company is not 
public service corporation, technically speaking, it is and has been held to be 
' with a public interest. This has been decided by the Supreme Court of 
the United States in the case of German Alliance Insurance Company v. Kansas, 
U.S 233, 389, decided April 20, 1914. The doctrine has since been in other 
gases upheld by that august body. In the case of public service corporations for 
ate making purposes this court has held that a corporation is entitled to a 
reasonable income on the property, used and usable in the business. By analogy, 
therefore, we would assume at the outset that an insurance company is entitled 
a reasonable income, all things considered, on the money or property used or 
ysable by it in the business. This includes its capital stock, its surplus and what 
is termed the stockholder’s equity in the unearned premium account. The two 
jormer need no explanation. The latter may. It is that portion of the unearned 
ium reserve which, judging from the experience of the corporation in the 
past, represents the profit which the corporation certainly has in the unearned 
premium reserve. The actuarial and expert accountants on the subject say this 
represents about forty per cent of the unearned premium reserve. These three 
items then represent property used and usable in the business, and the company 
sould receive a reasonable return on the portion ‘thereof properly allocated to 
Virginia by a comparison of the Virginia income to the national income. The im- 
mdiate question then is has the income from the corporations doing business 
in Virginia in the past afforded such a reasonable return to the corporations after 
payment of losses and expenses? This is really a mathematical or actuarial ques- 
ton, or accounting problem quite beyond the scope of the functions for this com- 
nission to determine accurately, but the commission finds for reasons which will 
| tyreinafter be set out that the companies have received in point of fact much more 
than such reasonable return. This brings us to one of the major questions in- 
| ylved in this whole matter, and that is the method “used by the insurance com- 
panies in determining whether they have sustained a profit or a loss.” 


|, Mernop oF CALCULATING Prorir anp Loss Usep sy INsuRANCE COMPANIES 


For the past ten years it is a well known fact that nearly all of the representa- 
ve fire insurance companies have made enormous profits, have paid relatively 
mty large dividends and in this interim have set aside enormous surplus. It is 
iso a well known fact that the market value of the capital stock of these com- 
paies has in this very same period had a phenomenal rise. For illustration of 
| this fact and the extent of the prosperity of a number of these representative 


companies, we refer to numerous calculations made by B. C. Hyde, Superintendent 
of Insurance of Missouri. 


Within the last two years this experience has been greatly accentuated due to 


year, yet if you will ask an insurance man the financial result he will tell you 
the companies have sustained a small “underwriting loss.” Indeed, in an address 
mde by Wilfred Kurth, president of the National Board of Fire Underwriters, 
ddivered to that organization under date of May 26, 1927, he states that in the 
_ yar 1926 the two hundred and ten member companies sustained a net underwriting 
| teicit of 3.74 per cent. He says the best that can be said of these figures is that 
they are not quite so disheartening as those of the two preceding years for the 
of 638 per cent of underwriting loss in 
in 1924, 6.89 per cent. Coming down to Virginia, it 

= 1921-1925, inclusive, the companies sustained an average 
of 4.19 per cent plus (see R., p. 28). For the years 1922-1926 the under- 
witing loss was 2.66 per cent. On first blush this remarkable situation is be- 
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wildering. Indisputably for the last five or six years, if not longer, the com 
panies have in fact made enormous profits, yet for rate making purposes from 
the experience over the whole of the United States they reported a Consisten; 
underwriting loss of 3.74 per cent for the year 1926, and for Virginia jg 
the preceding five years was 4.19 per cent. The commission reached the con. 
clusion there was something wrong, and proceeded to find out what it was. The 
explanation is very simple. 


(a) Underwriting Profit or Loss 


It will be noted now, possibly for the first time, that the “loss” referred to 
is an “underwriting loss.” An “underwriting profit” or an “underwriting Joss" 
is quite a different thing from an actual profit or an actual loss. The terms 
represent a method used by the insurance companies for rate making Purposes jn 
arriving at profit or loss. So far as we can learn they are not used for any other 
purpose. In short, this method of underwriting profit or loss does not include all 
the income or profit received by the companies. The companies state “under. 
writing profit or loss” is arrived at by deducting from the earned premiums all jp. 
curred losses and incurred expenses, and that no part of the so-called banking profit 
or loss should be considered in arriving at the “underwriting profit or loss.” For 
rate making purposes they divide their insurance business up into two parts. The 
first is what is termed the “underwriting portion” of the business, or what would 
ordinarily be considered the operating end of the business, and the other is what 
they term the “banking or investment” end of the business. 

In arriving at their profit or loss the experience of the latter business js 
excluded eatirely. Not only is this so, but the operating, or what is termed the 
underwriting end of the business is only credited with the premiums actually 
earned. The latent profit in the unearned premium reserve hereinafter explained 
is not credited to the underwriting account nor is the interest on the unearned 
premium reserve. On the other hand, more Icsses are deducted from this under- 
writing account than are actually sustained in that the “paid” losses nearly always 
run substantially less than what are known as the “incurred losses.” Again, not 
only are the expenses of the “underwriting” part of the business charged to it, 
but practically all of the expenses of the banking end of the business also, includ- 
ing all the national overhead or home office expense. There is thus not only 
taken from the so-called underwriting account a large part of the income to which 
it is legitimately entitled, but insult is added to injury by loading it with an 
enormous expense with which it should not be charged. The carcass that is left is 
flung out to the inspection of a bewildered public to illustrate what a poor and 
unprofitable thing is the fire insurance business. The terms used in defining what 
is this extraordinary “underwriting” profit or loss formula needs some explana- 
tion. 


(a-1) Premiums Farned 


As the term implies, this represents all the premiums earned for the period 
under test. 


(a-2) U nearned Premuims 


Out of the premiums received, which it will be remembered are payable in 
advance, the insurance company is required to set up as a reserve fifty per cent 
thereof if the policy is written for one year. Five-sixths thereof if written for 
three years, and ninety per cent thereof if written for five years. For instance, 
out of a $100.00 premium paid in advance today for a policy running one year, 
the company would be required to set up a reserve of fifty per cent thereof, or 
$50.00; if on a three-year policy five-sixths thereof, and if on a five-year policy 
ninety per cent thereof, or $90.00. It will readily be seen, therefore, that a large 
part of the premium paid in advance goes into what is known as the 
premium reserve. This unearned premium reserve, as a practical matter, represents 
an enormous fund. For instance, in Virginia the earned premium account for & 
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en year will run about $10,000,000, whereas the unearned premium account 
the same period wlil be approximately the same. While the company is re- 


sistent | qired to set this fund up as a reserve, at the same time as a practical matter it 
mixes 


it with its other investments, and setting it up as a reserve is a mere book- 
item. The companies earn four per cent plus as an average on their 

ts, including the unearned premium reserve. It will be seen at once 

that in Virginia the companies earn from this unearned premium reserve about 
900 annually, yet in estimating whether the operating or underwriting ac- 
count, as distinguished from the banking account, has made money in Virginia for 
a given year that account is not credited with the receipt of this interest money. 


We have said above the expression “underwriting profit or loss does not represent 


ihe true result.” This is one particular in which it does not represent the true 
_ This $400,000 annually should be credited to Virginia in, ascertaining 
whether the companies are making or losing money in the State. 


(a-3) Incurred Losses 


The incurred losses as distinguished from the paid losses are deducted from 
the receipts. Ben C. Hyde, Superintendent of Insurance of Missouri, who has 
yritten an article on this subject states “these incurred losses are losses which 
lave been reported and are unpaid.” Various definitions are given of this term, 
ut evidently the term does not represent actual paid losses. Mr. Hyde says the 

jes carry such reported losses as a total loss until information justifying 
deduction is obtained, and that the incurred losses of an average company are 
gentually settled on a basis of from seventy per cent to ninety per cent on the 
jllar. He thinks it is fair to consider paid losses on an average as not more 
than ninety per cent of incurred losses, and hence these incurred losses should be 
reduced by at least ten per cent in figuring the actual losses. Now, this is im- 

in that the losses run into large figures, and in that the ratio is figured 
y taking the incurred losses and incurred expenses and comparing them with 
camed premiums. 


(a-4) Incurred Expenses 


Possibly the difference between incurred expense and actual expense for the 
herein mention is not great or material, though attention is here 

alled to the fact that all of the expense for a given time for the given 
ist period are loaded on or deducted from the earned premiums. How- 
eer, if the company is to be charged with the latent profit in the unearned 
premium account as hereinafter suggested this is not material. As to what 
upenses, however, are chargeable and deductible in arriving at the experience in 
Virginia that is another matter and is very material. In this system used and 
mown as “underwriting” profit or loss the companies deduct from their earned 
premiums in arriving at the results for rate making purposes two general classes 
of expenses: first, expense incurred in the State; second, home office expenses 
wbitrarily prorated to the State. It is all right, of course, to charge the expenses 
inurred in the State, but as to home office expense “allocated to the State” that 
isquite a different story. The commission was surprised to learn from Mr. H. M. 
Hess, the expert actuary produced by the National Board of Fire Underwriters 
before it for examination, that all of the home office expense, save a minute por- 
tion thereof—namely, about one per cent—was prorated over the several States 
(we R., p. $74, et seq.). That is to say, as has been before adverted to, that 
while the business is arbitrarily divided for rate making purposes into two parts, 
tat of the underwriting portion and of the banking portion, and while it is 
caimed that the investment or banking portion of the business makes nearly all the 
total profit for the company, and while it is still further true thet all the enormous 
ucumulations and surpluses originally came from the operating end of the busi- 
mss, still this banking or investment end of the business is only charged with one 
percent of the total home office expense of the company. That is to say, the 
operating or so-called underwriting account pays ninety-nine per cent of the home 
dice salaries, ninety-nine per cent of the rents, ninety-nine per cent of the cost 
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of furniture and fixtures, maps, inspection, postage, legal expense, advertis: 
and printing, Federal taxes on excess profits, income, etc. Even if it is permissibie 
to arbitrarily divide the business into these two general parts about which 
commission has considerable doubt, still it is obvious that at least half of the 
home office expense should be chargeable against that portion of the business 
which represents the investment or conservatior. end of the business which the 
companies themselves claim to be the main source of their profits. 

Even if then it is permissible for them arbitrarily to divide the business into 
these two parts and to consider only the result of the underwriting part for rate 
making purposes, the true and not the fictitious result of that end of the business 
should be ascertained. 

If this be done for a given test period, say, for the years 1921 to 1925, ip. 
clusive, it will be found that a very substantial profit will be apparent. 


(a-5) Judicial Decisions and Other Authoritics 


Reverting again to the subject of the accuracy of the method used by the 
insurance companies in calculating the “underwriting profit and loss,” not only 
does this appear to be plainly erroneous, misleading and inaccurate in its results 
from a mathematical standpoint, but it has likewise received the condemnation of 
the courts and also of standard writers on the subject. 

In order that these decisions may be intelligently read and interpreted, it js 
necessary here to explain that for a long series of years the fire insurance com. 
panies in the United States have uniformly, consistently, and apparently advisedly, 
built up the use of the term “underwriting profit or loss” as distinguished from 
what the ordinary citizen considers profit and loss. These terms have been ap- 
plied by the insurance companies to mean one thing—namely, the formula of arriy- 
ing at profit and loss which we have already described and which we have con- 
cluded does not, in fact, represent the true profit or loss. So powerful have the 
insurance companies become and so universal throughout the Union is the applica- 
tion of their business to every subject of property, in every State of the Union, 
that they have been able to impress this special technical trade meaning of the 
words on the unthinking public; not only this, but they have been able to have 
this term incorporated in the laws of a large number of the States, and even in 
those States where an attempt has been made to regulate rates. These statutes, 
with few exceptions apparently inadvisedly, and from a failure to realize the 
significance thereof, provide that the insurance companies are entitled to a reason- 
able “Underwriting Profit.” They do not provide that they are entitled to only a 
reasonable profit, a very different thing. 

There is a principle of law that when a particular expression or term is used 
universally in a particular business, to express a particular meaning or idea, that 
term becomes known as a “trade term.” When the term is incorporated in any 
document or in any act thereafter, and its construction is subsequently in issue in 
any court, it is competent for the parties to prove by parol evidence what is the 
technical meaning of this term. This is the very desirable position the insurance 
companies have secured for themselves in most of the States. Even in our own 
State they are allowed, by the act of 1920, a reasonable “Underwriting Profit.” 
Now, in reading the decisions, this distinction must always be borne in mind. 
The first case, considering these words, was that of Bullion v. Aetna Insurance 
Company, 151 Ark. 519, decided January 30, 1922, by a divided court of three to 
two. Here, the Arkansas statute expressly. allowed the companies an “Under- 
writing Profit,” so that no serious effort was made by the State in that case to 
include in the calculation the investment end of the business. The chief bone of 
contention was the proper method of calculating an “Underwriting Profit or 
Loss.” The State contended, in effect, for the formula we herein re Of 
course, the State never had a chance in sustaining this contention, because it 
was competent for the companies to prove, and they did prove, the technical mean- 
ing of the term “Underwriting Profit or Loss” to mean just what they wished it 
to mean, and the court so decided. This case is often cited as an authority by the 
insurance companies for their position. It must be borne in mind, however, it is 
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authority for the proposition of what is the technical meaning of the term 
“Underwriting Profit or Loss.” It is not authority for the proposition that the 

cannot abolish the use of this term and set up the criterion of a reasonable 
“Profit,” as distinguished from a reasonable “Underwriting Profit.” It does not 
deny the right of State control, " 

The leading case on the subject is Actna Insurance Company v. Hyde, 285 
s, W. 65, decided by the Supreme Court of Missouri on May 21, 1926, because that 
case has now been before the Supreme Court of the United States and decided 

that tribunal only a few days since—namely, on January 3, 1928. ' 

The history of that case is very interesting. The Missouri statute invests the 
Insurance Commissioner with authority to order such reduction of rates .as shall 
be necessary to limit the aggregate collections by insurance companies in the State 
jo not more than a reasonable profit based on the preceding five years’ experience. 
It will be noted this statute does not allow an “underwriting” profit, but only a 
reasonable profit. These provisions are contained in section 6283 of the Missouri 


In 1923 the legislature amended this and the succeeding section as follows: 


“He shall order such reduction of rates as will, in his opinion, produce 
a fair and reasonable profit only. He shall also take into consideration the 
acquisition cost and administration expense of such companies, and all 
earnings of such companies, including investment profits. He shall also 
consider whether or not the underwriting activities of such companies are 
conducted on a reasonably economical basis, and whether or not their invest- 
ments have been and are being made in a safe and reasonable manner, it 
being the intention of this section to provide that policyholders shall not 
be charged rates which will cover losses occasioned by extravagant methods 
or unsafe or speculative investment of funds.” 


The actions of the Insurance Commissioner are made reviewable by the courts. 

The Insurance Commissioner ordered a reduction under this statute, and the 
aid of the courts was invoked by the insurance companies. The litigation proceeded 
wp to the Supreme Court of the State, and eventually to the Supreme Court of 
the United States, as above mentioned. 

It seems it was agreed in the case that a reasonable profit under that statute 
would be five per cent on the underwriting business done, with three per cent 
additional for conflagration hazard—the difference between the State and the 
insurance companies in that case arising with respect to the method of ascertaining 
the amount of profit. The State contended the proper method was to take the 
premiums collected and subtract the losses and expenses paid in order to ascertain 
the profit. Incidentally, the State also contended that it should have credit for 
the interest on the unearned premium account, and that the expense account should 
be reduced. The insurance companies, on the other hand, contended that the 
method of computing a reasonable profit was to ascertain the “underwriting” 


profit as the term has been defined by the Convention of Insurance Commissioners 
of the United States in 1921. 


The court held, in a very thoroughly considered and interesting opinion, that 

method of determining profit as contended for by the insurance companies was 
unsound. (See opinion, p. 19.) 

court further held that the State should have credit for interest on the 

premium account, and, in effect, that the profits should be ascertained 

a true calculation of the operating experience in the State, and to reach 

did not find it necessary to consider the investment outgo and income 


ily 


rance companies appealed to the Supreme Court of the United States 
that the order of the Insurance Commissioner, in effect, was 

a reasonable profit to the insurance companies con- 

isions of the fourteenth amendment to the Constitution of the 
his court on January 3rd dsimissed the appeal on the ground that 
contention must be supported by clear and specific allegations and definite 
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proof with respect thereto; that the insurance companies had neither alleged facts | 


in‘ such specific form as to show that the rates were confiscatory, nor had t 
proved any such facts. That being so, there was no Federal question involved anj 
the court did not go into the figures, and dismissed the appeal. > 
Incidentally, it indicated plainly, however, that the State had the right to 
control the rates of the companies, and that the companies had failed to show that 
the business in Missouri of each company was so well and economically organize) 
and carried on that they were entitled, as of right protected by the Constityt; 
to have premiums amounting in the aggregate to enough to yield a rvasonable 
profit or return to all the companies. In other words, the State has complete con. 
trol over this subject, provided only it allows the insurance companies a reasonable 


profit, assuming they are well and economically organized and carried on, and the 


court so far has not inquired into the method of ascertaining what is a reasonable 
profit, but will only look to the actual result. 

The next decision is that of the Supreme Court of Kansas in Aetna Insurance 
v. Travis, handed down October 8, 1927. In this case the Supreme Court held 
that there was no agreement between the parties upon the question, as there was 
in the Hyde Case, and the test required by the Kansas statute (R. S. 40-463) 
unlike that of the Bullion (Arkansas) Case, is that “the rates must be reasonable” 
And, as to the method of “Underwriting Profit and Loss” claimed by the insurance 
companies, the court says: “The method used by plaintiffs (insurance companies) 
in this case was both inaccurate and incomplete. It was inaccurate in the one 
respect, at least, of computing losses and expenses substantially greater than they 
were. It was incomplete in that it did not show what part of the premiums 
ultimately became profit.” 


(a-6) The History of the Building of the Technical Term Underwriting 
Profit or Loss 


We have already said above that the insurance companies, during a long 
series of years, have apparently built up advisedly a technical meaning to this 
term “Underwriting Profit or Loss,” to their liking, and that this provision has 
found its way into a great many of the statutes of the various States, putting the 
insurance companies in a position to prove by parol evidence the technical mean- 
ing of the term as they construe it. 

That this is so is further substantiated by the history of the matter before 
the Convention of Fire Insurance Commissioners of the United States. This 
association, as its name implies, is an association of the constituent fire insurance 
authorities in the different States in the Union, whose custom is to meet in annual 
convention at various points in the country, and which association, we suppose, 
was organized, in theory, at least, to establish uniformity of laws on insurance 
matters and to protect the interests of the public and the various several States 
in connection therewith. 

In December, 1921, a resolution appears to have been adopted approving this 
method of arriving at profit and loss. Mr. Benjamin C. Hyde, Insurance Com- 
missioner of Missouri, a member of this association, claims the resolution itself 
was prepared, in the first instance, by the representatives of fire insurance com- 
panies, and that in a nationwide campaign, extending over a period of many 
months, they aggressively urged and argued for its adoption; that the subject 
matter of the resolution had been referred to the fire insurance committee of the 
convention at a previous meeting, and, in the meantime, that it is a well known 
fact that the companies frequently urged a favorable report and recommendation 
by the committee. The resolution, he says, was adopted with only twenty members 
voting, eighteen for and two against the resolution. He says of the members 
voting on that resolution, only seven were still in office, five of those voting 
“Yes” and two of them voting “No.” Our own Insurance Commissioner was 
present and voted for this resolution. He, however, has subsequently repudiated 
the method in practice, as will hereafter appear in another connection. 

The insurance companies, you will find, lay great stress on the fact that this 
convention approved this method, and cite that as authority for the justice of 
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their position. It seems to us enough has been said to show that this is no 
quthority at all. It certainly is not binding on this State. 


b) The Division of the Business Into the Two Departments of “Underwriting” 
( and “Banking.” 


It will be observed that in the discussion so far it has been brought out that 
an arbitrary and theoretical division is made by _ the mstirance companies ot 
their business into the two terms of “Underwriting and “Banking.” That is a 
purely theoretical and arbitrary division made by the insurance companies, in the 
opinion of this commission, for the purpose of using the former for rate making. 

as a substantial part of the receipts of the operating end of the business 


can be abstracted therefrom, and a substantial part of the expense of the banking 


end of the business can be added thereto; that is, to the operating end, or under- 

wing end, the companies catt o!ways show a minimum gain and usually what 
is termed an “Underwriting Loss®5 It really, in effect, makes very little difference 
io the companies what the rate is. The minute they show an “Underwriting Loss 
they are entitled to go back to the public and raise their rates. The result is, as 
me one has expressed it, “A Cost Plus System.” The effect is to encourage 
mpanies to take all sorts of bad risks, at large rates, in competition with 
other companies for the business, not in competition so far as the rate is con- 
emed, nor so far as any beneficial result to the public is concerned. Tit result 
of this is large losses and consequent additional costs, which are passed on to the 


However, so far we have met the issue as made out by the insurance com- 
ponies on the dual basis, and we think it has been shown that, even if it be admitted 
this division of the business is permissible, the operating or underwriting end of 
the business has still shown an actual profit. 


(b-1) The Method of Computing Profits on the Business as a Whole 
But there is another method still that is much simpler in principle and is 


| the method adopted by every other corporation that we know of and is the method 
_ gown to the public in ordinary use. That is to take all the receipts of the business 
' from all sources and subtract all the losses and expenses. The insurance com- 


ganies Object to this on the ground that the investment feature of their business 
is teally a banking business in the conservation of their resources and the public 
is not interested therein, either for rate making purposes or with respect to any 
control as to their investments. In the same breath, however, they state these 
qormous surpluses and permanent reserves are built up and held to meet the con- 
fagration hazard and to protect the policyholders, so that obviously all of these 
resources are used and usable in the business directly as such. This is what the 
Kensas Case, supra, expressly decided. On page 9 of the opinion, the court says: 
“The business of writing insurance is something more than a service—it is an 
indemnity, and an indemnity requires funds not only to secure but to pay. That 
isthe reason for statutes requiring the capital and surplus to be actually paid and 
to be available for the payment of indemnity. Under statutes relating thereto, 
the and surplus of plaintiffs is devoted entirely and exclusively to the 
ingurance business as a business, and is and can be devoted to no other purpose.” 
It further holds that, in a series of decisions years ago, the distinction between 
the insurance business and the banking business was noted, and it was held that 
the one did not embrace the other, and that under their charters the insurance 
ate not empowered to do a banking business and that there is no 

justification for the arbitrary distinction either in point of law or in fact. The 
court, therefore, holds that the rate should be fixed so as to yield a fair 

return the value of the insurance companies’ capital allocated to that State 
by consideration of all the insurance business transacted by the companies in that 
State compared with such business transacted by them elsewhere, and that in 
determining such result consideration should be given to all the income of the 
inurance companies, including investment earnings. It quoted with approval the 
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report of the joint committee of the legislature of New York, appointey 
investigate the affairs of insurance companies other than life insu and ; 
made a report and recommendation to the legislature, which said: “After o 
sidering the various methods contended for of computing profits of fire insuran, 


drawn therefrom it (that is this report) used this language: 


“This illusion largely disappears when we consider carefully upon 
basis the earnings should be figured. In reality, the amount of the 
of a fire insurance company has very little significance; it is scarcely any. 
thing beyond a basis for computing the ownership of the company. The 
real capital, in the economic sense, that the stockholders have in the busi 
is to be valued either as what the business would bring if sold as a Boing 
concern, or as what it would bring if liquidgted. The former, the marke 
price, would, in general, be greater than the latter by the value of the 
good will of the business. The sum pr which the business could } 
liquidated, which we may call the proprietorship, or the proprietary interest, 
would be, in general, the capital, the surplus, and say thirty per cent of the 
reinsurance reserve (for the reason that the business could be reinsured {or 
about seventy per cent of the reserve; * * *). 

“Now, this method of figuring profits is the method that is used in 
other kind of business, and there is no reason why it should not be 
valuable in fire insurance. It certaiply answers the question which the pros. 
pective buyer of fire insurance stock wishes to have answer 
‘How much, taking into account all sources of income, underwriting profit, 
interest and gain from sale of securities, will my investment yield?’ }j 
certainly answers the question which the public is interested in: 
taking everything into account, has the fire insurance business yielded? 
Have the profits been excessive? If so, the premiums must have been to 
high.’” (20 New York Assembly Document, page 56, 1911.) 


From an examination of the “Opinion of Supreme Court of Kansas in th 
case of Aetna Insurance Company v. Travis, et al.,” it will be seen in princi 
there is no reason why this latter method should not be adopted by the insurance 
companies, and also by the States in controlling the rate. In the judgment of 
this commission, if the statute is made very clear and explicit in providing for 
the true ascertainment of the operating profit, it will be shown that the companies 
are making a profit, and if all their income is considered, they are making 
enormous profits. 


2. Actuat Resutt oF Vircinta For YEARS 1921 to 1925, Inc.usive 


Let us now apply the above principles to ascertain the actual result in th 
State for a given period, say, for the period of 1921 to 1925, inclusive. In this 
period the earned premium amounted to $51,557,325. (See exhibit, R., page 0) 

This represents one item of the receipts of the companies for this peri 

The commission called upon the stock companies for a statement showing 
the amount of the unearned premium account for Virginia at the beginning and 
end of each year for this five year period. This the companies, 
representatives, stated they were unable to give. This information, as 
to the country at large, was obtainable, but not by States. Mr. Hess, the 
produced by the National Board of Fire Underwriters, however, admitted 
an average, in an expanding business the unearned premiums would ex 
by about fifty per cent the amount of the earned premiums. When the 
is growing gradually the unearned premium account amounts to_ 
same oe earned premium account. The office of the Commiss' 0 
ance has worked out an approximation of the unearned premiums for the 
that we are considering with the following result: 
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se iit einitilsches incendie celigallinaatenetlgniicalansigtnn titel 9,220,769 

1922 (No figures of record in the commission office, but estimated at).... acumen 
sn anaae-foena~-norsaessgstnsumnssdiiceha teint eanaaae 
NGO annenseessessscenssssesseesrssennsecsnees ” 10326012 
GOD ennenvenssneeeecesevnneccennneessosseeunnnnnesumenesnnnetenancensaneeeetneneeananennanennunneacnsoatsau 10,731,723 


The Insurance Commissioner made up these figures on the assumption that 
the unearned premium reserve on Virginia business bore the same ratio to the 
otal unearned premium reserve of the country as the net premium for Virginia 
bore to the total net premium on the business as a whole. It will also be noted 
these estimated reserves are much less, compared with the earned premiums that 
Vr. Hess's theorem would produce. 


(a) Receipts 


It will also be noted from these figures that the business was gradually 
expanding, and that each year showed an increase in the unearned premium 
reserve over the preceding year. It has already also been seen that forty per 
cent of this increase represented actual profits to the company for the year, and 
must be figured as such. (See Best's Insurance Guide, page 9.) It will be observed 
the total increase in unearned premiums for the five years amounted to $1,326,102. 
Forty per cent of this, or $530,430.80, represented, therefore, profit to the com- 
anies, for this period, from this source alone. : 4 

In addition they had (dealing in round figures) $10,000,000 in their unearned 

jum reserve for each of the five years, or $50,000,000 for the term. They 
armed four per cent on this, which must be added to the rcccipts. This, then, 
amounts to $2,000,000. « 


(b) Deductions 


Now as to the deductions. The incurred losses (as shown by Exhibit, R., page 
9%), amounted to $31,221,256, of which $28,290,739 was for fire alone and the rest 
for tornado, marine, automobile, etc., losses. 

The loss paid for destruction by fire for the same period was $26,385,212, 
showing that the difference between incurred loss and loss paid was 7.22 per cent. 
Mr. Hyde says that the difference between loss incurred and loss paid will run 
easily as much as ten per cent. For the purposes of this calculation, we will take 
seven and one-half per cent as an estimate. The actual earned premiums for 
Virginia for fire insurance alone we are not able to secure. Therefore we must 
take all premiums collected in Virginia by the fire insurance companies, whether 
they deal with fire, tornado, automobile, marine, etc. The losses incurred for 
all these were $31,221,256. If losses paid are seven and one-half per cent less, 
as we estimate, the actual losses paid on all types of business conducted by the fire 
insurance companies doing business in Virginia was $28,880,678. Therefore this 
estimate seems substantially correct, and we think it is. In estimating the losses 
of the companies, they should deduct $28,880,678, instead of $31,221,256. 

One other item of deduction is to be considered; that is, that of expense 
incurr: expenses incurred for this period, it will be seen, amounted to 
$22,498,219. However, in this expense incurred account, as already seen, is figured 
practically all of the home office expenses; that is, Virginia’s proportion of prac- 
tically all of the home office expenses of the companies operating therein. For 
the year 1926 this home office expense prorated to Virginia amounted to $1,181,- 
47.38. While this would not be the same, of course, every year, it is probably 
approximately the same on an average for the five year test period in question. 
Taking this as a basis, makes the total home office expenses allocated to Virginia 
for five years as $5,907,086.90. As already seen, at least one-half of this should 
be chargeable to the banking end of the business, if we are going to allow the 
business to be arbitrarily divided in the way it has been divided. Therefore this 
home ae should be reduced to one-half of the figure mentioned, or 
$2,953,533.45. 
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The history of Virginia, then, for this five year test period would stand 
follows : = 


eee Meprnn eprctenatann iain wcsscrsntnrn ccc dtett stn cnsiinsa nists $51,557,325 qy 


(2) 40% of the increase of unearned premiums.............. 530,440 | 


(3) Interest at 4% on unearned premium reserve ($50,000,000) 2,000,000 0 


From this deduct: 
(1) Loss incurred, $31,221,256, less 74% 
thereof, representing estimated difference 


between loss incurred and loss paid............ $28,880,678 00 
(2) Expense incurred, less $2,953,533.45 im- 
properly allocated to Virginia, ot............ 19,544,685 55 
———————_- /-§ 45s 
———, 
$ 5,662,402 25 


(c) Net Earnings 


This figure of $5,662,402.25 represents the net earnings of the insurance com: 
panies in Virginia for the five year test period, or over ten per cent on the earned 
premiums or turnover of the business. 

As before stated, this commission has not had available any actuarial or expert 
accountant assistance; therefore it is not claimed these results are precise o 
even mathematically accurate. The attainment of that end involves researches, 
examinations and computations far beyond the scope of the commission's work 
We do believe, however, and are satisfied the results arrived at are substantially 
correct and amply sufficient to illustrate the principles involved and to demon- 
strate the conclusion the commission has reached that the insurance companies 
doing business in Virginia not only are not sustaining a loss, but, on the contrary, 
are reaping a substantial gain, probably far in excess of a reasonable return on 
Virginia’s proportion of the moneys and assets used and usable in the business, |t 
will be seen the approximate figure of $5,662,402.25 represents the net income to 
the companies of between ten and eleven per cent on the earned premiums or 
the “turnover” Virginia business, and does not include any interest on capital and 
paid in surplus, or the surplus that has accumulated from year to year out of 
premium earnings. 

This will also show a large percentage return on Virginia's proportion of 
capital stock, surplus and stockholders’ equity in the unearned premium account 
of the companies. It will show an enormous return on the proportion of their 
capital stock usable in Virginia. 

The fact that the present method of calculating underwriting profit and loss 
is absolutely fallacious is seen by the following: The Etna Insurance Company in 
1926—<capital stock $5,000,000.00—declared a twenty-four per cent dividend, and 
carried to the surplus $135,000.00, but had an underwriting loss of $1,638,996.00. 
The Globe & Rutgers declared a thirty-six per cent dividend on $3,500,000.00, 
carried $1,449,000.00 to the surplus and had an underwriting loss of $1,498,663.00. 
The same thing practically is shown by all of the companies like the Hartford, 
the Virginia Fire and Marine, etc. All the fire insurance companies doing busi- 
ness in Virginia show on an average a dividend of seventeen per cent in 1925 (the 
bad year), having a capital stock of $201,536,120.00 and total assets of $1,538- 
753,609.00. With gains from investments of over $100,000,000.00 a year, they car- 
ried, speaking in round figures, to their surplus, $150,000,000.00 a year. How can 
they carry to surplus more than their total gain from investments, have an under- 
writing loss of over four per cent, and declare an average dividend of seventeen 
per cent? The stock companies doing business in Virginia, as a whole, if they 
<arried no money to surplus, could, out of all their earnings, declare more than a 
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gity per cent dividend annually. In 1922 Globe & Rutgers declared a cash 
dividend of seventy-four per cent and a stock dividend of four hundred per cent, 
carrying their stock from $700,000.00 to $3.500,000.00, and still, in 1926, declared 
yn the capital, that was five times greater than what it had been five years 
iefore, a thirty-six per cent dividend. . 

Figured from any angle, therefore, it is apparent the net profits from Virginia 
in the last five years or ten years have been very large. This accounts for the 

al feeling in the State that rates are very high, and also explains the fallacy, 
it seems to us, involved in the contention of the insurance companies that they 
have actually sustained an “underwriting” loss. 


(d) dditional Earnings from Increase of Rates 


But this is not all. Still another source of large additional revenue to the 
sock companies is now open to them. In May, 1926, as will be mentioned again, 
a flat raise was put into effect in Virginia by the companies on certain classes or 
risks, this raise ranging anywhere from ten to twenty-five per cent on certain 
dassifications, the subjects of which represented a large portion of the insurable 
values in the State. The effect of this raise in money for seven months in 1926 
is variously estimated at from $450,000.00 to $750,000.00. As the ten per cent and 
twenty-five per cent increases are applied only on new business or renewals and 
not retroactive on policies in force, it will take some time to show the complete 
result thereof so that the 1926 figures certainly do not reflect all of the increase 
that will be brought about by this raise. We doubt if it shows half of it or any- 
thing like half of it. However, since the ultimate effect of the raise will be to 
increase the revenues of the insurance companies a little over $1,000,000.00 per 
annum from the State, the insurance companies still have to look forward to, in 
subsequent years, an additional revenue on account of increase of rates of at least 
$1,000,000.00 per annum over the premiums of 1925. This additional revenue alone, 
it will be seen, will represent a little over ten per cent on the “turnover” of the 
business in Virginia, figured at $10,000,000.00 earned premiums per annum, making 
the total approximate net income on the “turnover” of the business anywhere 
irom twelve per cent to twenty per cent. Mr. Alfred M. Best, president of the 
Alfred M. Best Company, publishers of Best's Insurance Guide, a compilation 
miformly used by nearly all insurance companies and regarded as standard, advised 
the commission that an underwriting profit (using the term in the sense of actual 
profit on operation) of three per cent on the true earned premiums plus one 
per cent additional to cover the conflagration hazard would, in his opinion, be 
equitable, both to the public and to the underwriters. This commission is not 
now undertaking to say this is the proper rate. Since earned premiums are nearly 
four times the capital stock, this means nearly twelve per cent on the capital. It 
only mentions this as a circumstance throwing light on the subject matter of the 
profits now being made by the companies in this State. On the major question 
involved under this topic, therefore, as to whether the rates are at present 1eason- 
able in Virginia, the commission's conclusion is that they are not, tut that they 
are too high, and that, on the other hand, before a definit> conclusion is reached 
a to what they should be, the whole subject should Le thorovghly studied by 
the constituent insurance authority of the State, who shall have the benefit of 
expert actuarial and accountant advice. 
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III. DISCRIMINATIONS 


Another matter about which the commission is directed to report is as tg 
whether any discriminations exist. This question may be considered in a twofold 
aspect: First, whether, as compared with neighboring States, the insurance com- 
panies discriminate against the State of Virginia; secondly, as to whether there a 
discriminations intrastate. 


1. WHetHer, aS CompareD WitH NEIGHBORING STATES, THE INsuRance 
ComPANIES DISCRIMINATE AGAINST THE STATE OF VIRGINIA 


On the first point, we have made the following tabulation, taken from the 
book entitled “Fire Insurance by States from 1900 to 1926,” published by the 
Weekly Underwriter, in 1927, a standard authority; the States selected bei 
taken because they are more or less the natural competitors of Virginia indus- 
trially. This tabulation is as follows: 


= USC eee eee ee 








1900-1925 
Average rate Burning ratio 

North Carolina....... $1 13 506 
Fo 1.2 498 
a 6 60.5 

see te 1.05 “4.4 

oe oe Sette, KE ki a = 

irginia........ ‘ 

United States........ 1.06 52.6 





These burning ratios, as given, vary slightly from those given by the National 
Board of Fire Underwriters in its volume entitled “Premiums and Losses, 1926,” 
but, for practical purposes, are substantially the same. 

The insurance companies contend that this unfavorable showing of the rate, 
compared with Virginia’s relatively favorable burning ratio of losses incurred 
to premiums written, is not at all significant and does not indicate there are any 
discriminations against the State of Virginia. They state the only way to judge 
this at all is to compare the rates in the different States on the same classifica- 
tions. We cannot follow this argument, and it seems to us these figures must, 
to a certain extent, reflect the unfavorable condition in which Virginia is with 
respect to discriminations. However, we have called on the insurance companies, 
as well as the Insurance Commissioner of Virginia, for the classifications on 
particular subjects of insurance in order that we might compare them. We have 
not been able to get them in complete form. It is, perhaps, true, as argued by 
the insurance companies, that the base level rate or average rate might be entirely 
different in different States, and still the rates for each classification the same, 
because one State might have a very mrch larger proportion of good risks than 
another State. This is obvious, but it seems to us that if one State burns up a 
greater proportion of the premiums paid by it than another, then that condition 
should be reflected in the ultimate rate, because the States are considered asa 
whole as to dollars a and losses er on on 16 0 tie 

There is a very prevalent opinion throug’ tate that rates in 
are higher, in point of fact, than those of North Carolina and Maryland. The 
companies point to the fact that in North Carolina there is a very large 
risks, covered by the sprinkler system, and in Maryland that the rate 
use Detimnore city veqresents Ss lacus pert of te Sones ae 
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ia. In fact, they tell the commission it is not practicable for the commission 

¢ data on which a satisfactory comparison could be possibly made. It 
gems to us that the companies have not met the burden, and that it is upon them 
io clear up satisfactorily this situation. 


Virgin 


2. As To WaHetHes TuHere Are Intrastate DIsCRIMINATIONS 


As has already been pointed out, there exists in Virginia, for rate making pur- 
five arbitrary territorial subdivisions, the largest of which is that known as 
“Virginia General,” comprising in large measure the industrial and manufacturing 
yea of the State and including most of the larger cities. The rates in all five 
of these subdivisions vary greatly. For a dwelling house of the first class the 
hase rate in “Virginia General” is forty cents; in the Valley of Virginia, twenty- 
jour cents; in Piedmont and Southwest Virginia and Eastern Shore, twenty-eight 
cents. In second and third class dwellings, “Virginia General” suffers even more 
by comparison with the Valley and the other three subdivisions are relatively 
the same in comparison with the Valley. 

The following tabulation on all classes of construction, except Class AA and 
Class A, for a few classifications in which a large per cent of our population is 
imerested, tells a momentous story of classification rates made arbitrarily 
based on “experience,” when no definite experience data are kept by zones by the 
insurance companies. These basic rates, however, do not represent more than 
one-third of the rates paid by the insured because of exposure, occupancy, and 
other penalties and deficiency charges which are added. 
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Tables of Basis Rates by “Zones”—Continued 


III. SCHOOL HOUSES (DAY) 
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IV. BARNES AND STABLES 
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Tables of Basis Rates by “Zones”—Continued 
VI. BOARDING SCHOOLS, COLLEGES 
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In order that tables may be easily examined, we print herewith i 
nd Pp with classificaton of 


Class AAA (Fire-Resistive or SarCalled Fireproof). 


Class AA (Mill or Slow-Rurning Construction). 
Detail construction rules will be furnished upon application. 


Class A—To be fire-resistive from the outside in every respect, having NO com. 


bustible material exposed. All openings to be protected by approved fire. 


doors or shutters or wired-glass windows. 


Area—Ground floor area not to exceed 5,000 square feet if fronting on 
street, 6,000 square feet if two streets, 7,500 square feet if three or more streets, 


Walls—Of brick, stone or reinforced concrete, of standard thickness and 
open finish, and extending at least three (3) feet above the roof in Parapet, 
properly coped. 


Height—Not to exceed fifty-five (55) feet. 


Beams, Girders and Columns—Preferably single stick and proportioned jg 
size, according to the weight to be carried. Steel may be substituted wher 
protected in approved manner against heat. 


Floors and Cetlings—Floors to be double thickness with waterproof paper 


between (tin or sheet iron preferred), resting on joists, supported by girders | 


Ceilings to be open finish and whitewashed. No hollow or concealed spacey 
allowed. 


Vertical Openings—Elevators, stairs and other floor openings to be enclose 
in shafts constructed of brick, reinforced concrete, hollow tile or 
block, having wall thickness of not less than six (6) inches. Approved fire. 
doors to be installed at all openings into shafts, and those for stairway and 
power shafts to be self-closing. 


Roofs—To be covered with slate, tile, metal, terra cotta, tar and gravel, o 
approved composition (any roof covering listed by Underwriters’ Laboratories 
A to C, inclusive, will be accepted). 


Skylights—To be of approved wired-glass in metal frames, or heavy plain 


glass, protected above by galvanized wire screens of not smaller than No. 12 | 


wire, nor larger than one-inch mesh. Such screens to have substantial metal 
supports holding them at least six (6) inches above the skylights and project. 
ing six (6) inches beyond the edge of the glass. 


Cornice—To be of incombustible material. 
Heating—By steam or hot water. 
Lighting—By gas or electricity. 


Class B—Is next best construction, being similar to Class A, except as follows: | 


Exterior Openings—Not required to be protected when unexposed. 
Walls—Parapets need not exceed 18 inches above roof. 
Floor Openings—Elevators, stairs and other floor openings may be frame 


enclosed or provided with automatic traps, or enclosed with heavy plank or 
metal lath and plaster. 


Class C—Is similar in construction to Class B, except that roofs are of wood 
shingle or unapproved composition. 

Class C-B—Where walls are constructed of so-called concrete blocks, with other 
features of construction similar to those of Class B. 


Class C-B-S—Is similar in construction to Class C-B, except that roofs are of 
wood shingle or unapproved composition. 
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p-V—Is a frame building, veneered with brick or stone, having metal, 
an. tile or approved composition roofing. 


Class p-V-S—Is similar in construction to Class B-V, except that roofs are of 
yood shingle or unapproved composition. 


Class [-C—Is a building with walls of corrugated iron or sheet metal fastened 
to frame studding or shecting, having roofs of metal, slate, tile or approved 
ition. 
j-C-M—Is similar in construction to I-C, except studding and roof trusses 
are of metal, and there is no woodwork. 


Class C-D—Is a frame or wooden building having roofs of metal, slate, tile or 
approved composition. 


Class D—Is a frame or wooden building having roof of wood shingle or un- 
approved composition. 


Issued 4-1-24. 
Replacing Page 3, S. E. U. A. “Guide.” ae 


We have not the figures on industrial property, but we have no doubt they 
are equally lacking in uniformity. However, it is hardly necessary to give more 
details. It is apparent the discriminations are glaring. At the outset the com- 
mission called upon the insurance confpanies for information as to the justification 
for this condition. It was met by the assertion that the general experience over 
along period of years had justified it. This experience was called for, and the 
commission was informed that it had not been kept or maintained by zones, 
hut only the experience of the State as a whole. A fragmentary set of figures, 

ing to be the figures tabulated in 1912, was submitted, but it did not at 
al justify the discrimination in rates. At the request of the commission, the 
insurance companies endeavored to make an investigation pending the filing of 
this report. It procured by zones the experience of eighty-eight of the stock fire 
insurance companies for the period 1917-1926, and for the period 1922-1926, and for 
the year 1926 there was obtained the tabulation showing premiums received and 
lasses paid by one hundred and fifteen of the stock companies on certain classes 
of property. We regret that the companies were unable to give a complete 


tabulation. If territorial zones are to exist in Virginia, the books should be kept 
| for these zones and not for the State as a whole. 


By reference to this data, it will be seen that in the first period mentioned the 
joss ratio in “Virginia General” was greater than those of the other territories 
but in the period of 1922-1926 the loss ratios in Piedmont, Southwest Virginia 
wd the Valley were all greater than “Virginia General,” and Eastern Shore 
approximated it within one per cent, while for the period of 1917-1926, the longer 
range, Southwest Virginia and Eastern Shore were the only zones showing a 
etter’ loss ratio than “Virginia General,” while Piedmont showed 62.3, and the 
Valley 68.2, the Valley being the highest loss ratio of all the subdivisions for the 


| ten year period 1917-1927; yet, on the other hand, it enjoys among the lowest rates. 


These figures speak for themselves, and we submit that there was no data furnished 
this commission justifying this very unique condition. It is worthy of comment 
tht Virginia is the only State under the Southeastern Underwriters Associa- 
tion having any such arbitrary subdivisions. 

The real reason for this condition the commission is convinced is that 
in the subdivisions carrying the lowest rates the companies have been met by 
strong local competition and have reduced their rates accordingly in those 
wbdivisions and not in those where the competitive necessity did not arise. 
It will be noted that on the whole the Eastern Shore has the lowest rates. 
The explanation is very simple. The Eastern Shore of Virginia Company, 
though a stock company, began business on the Eastern Shore about 1907. 
Not being a member of the Virginia Inspection and Rating Bureau, and, 
therefore not controlled from Atlanta, it established very low rates. Some 
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five years later they were induced to join the Virginia Inspection and Rati 
Bureau, but the rates which they had fixed on the Eastern Shore were adopted 
for this territory. Has the Eastern Shore of Virginia Company been able ig 
live on these low rates? At the close of business 1907 they had a capital of 
$20,000 and a surplus of $343. In 1926 it had a capital of $104,100 and a sy. 
plus of $156,924. In the stringent five year period, 1921-1925, when every com: 
pany, according to report made to Colonel Button in 1926 asking for an jp. 
crease of rates, had lost heavily, the Eastern Shore of Virginia Company's 
surplus which had been gradually climbing continued to climb. For in 192} 
that company had a capital of $104,600 and a surplus of $89,760. In 1925 jt; 
capital was $104,100 and its surplus was $154,411. Thus in five years’ time 
its surplus had increased from $89,795 to $154,411 or approximately seventy. 
two per cent. This company has consistently declared a dividend on its capi- 
tal stock of ten per cent except for 1922 when it declared six per cent because 
that year it added $25,000 to its surplus. If this company can, at the low 
rate prevailing on the Eastern Shore, continue to make a fair profit on js 
capital stock and to grow stronger and stronger, why cannot the Easter 
Shore rates be used as the basic rates for Virginia? Should not the cop. 
stituent insurance authority of Virginia be instructed by law as of July | 
1928, to ask that increases in insurance rates made in May, 1926, should be 
taken off and that for the year from July 1, 1928, to July 1, 1929, the rates 
in the State shall be the same as they were as of January 1, 1926? Then the 
constituent insurance authority, in connection with the Virginia Inspection and 
Rating Bureau, would have a year in which to work on a rate schedule for 
the whole State. As a basis for this schedule it seems that the rates that 
prevail on the Eastern Shore of Virginia should be taken as the starting point, 
and changed only when it is clearly demonstrated that they are too low or too 
high. 

" The companies themselves, as we understand it, do not attempt to justify 
this system of zones. They state it is desirable that this condition should be 
changed and done away with, but that it is impracticable to accomplish this 
desired result. They therefore have gone on record as opposed to any change, 
On the other hand, the Insurance Commissioner of Virginia and the Agency 
Association of Virginia have gone on record as demanding that these dis. 
criminations be removed. It is obvious they should be removed and that the 
State be made a unit for rate making purposes, for the companies, as before 
intimated, do not keep the experience in the State by zones but only as a State 
unit. We shall hereafter recommend that these territorial subdivisions be 
abolished and the same rate applied to all sections of the State as a whole 
on a given classification. 
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IV. OTHER INCIDENTAL MATTERS 


1. EXPENSES 


In the year 1916 the total expenses of forty representative companies were 
3781 per cent of the premium written and in 1925, 43.20 per cent. (Mr. Best, 
| page 297.) In 1926, 46.66 per cent of the earned premiums was spent for 
B, ses. This increase of expense is rather alarming in that, as we have seen, 
+ is ultimately passed on to the policyholder. It is also one of the reasons 
A »we have previously suggested that it is important that in fairness a greater 
. mortion of the home office expense should be charged against the banking 
of investment end of the business, if the dual system of accounting is to be 
maintained. This would at once reduce the percentage of expense con- 


siderably. 


ANALYsIS VirGINtA Expenses For Pertop 1921-25 


Per cent of expenses incurred to premium earned: 
Per cent 
1. Loss adjustment expenses................ Lo sstahieiicias tsclusche emia 1.13 
2. Field supervision expenses. ................cceeseceeceeceseseeesccenescece 4.26 
™ Seate taxes, licenses att feOGi.n...cicc:.c.ccc.c.scccceccccscsccdeceoccsoens 3.49 
4. Inspection and rating bureau expemses................00............ 1.10 
5. Commissions and agents’ allowances (including loss 
amy GUUS nai ase eae de eectcoeantadl 22.71 
; me 32.69 
Prorata for Virginia: 
6. Home office salaries and expense.........000000.0... occ ceceeceeeeee 6.07 
I eae niches <i chusisaniamisagndiedaaadtbodaareattsesis «:snijatdincsadnanciitecia a 
NO OUNNE SUONOU ig scan ssnceccinnancdacceund chavestnd or .28 
9, Maps, including corrections. ...........................ccscceccececeseeseceeee 17 
10. Inspections and surveys, including underwriters, 
boards and associations (do not include amount ex- 
tended under item No. 4 above)......00000.0000.000.cc.. 83 
11. Postage, telegraph, telephone, exchange and express... .35 
12. Legal expenses (including legal expense on losses)........ 10 
ee tmmrerenmemnay Gombe) «pee ben tena nica. ons. csncccaecaocaseccaseesecnsnenscexs 1.34 
IT WO sina litnh Sided cabeeienacaisdhceiihetedihileibastins dicatetad idacade: 40 
15. Miscellaneous, itemized................................ccccccescccecccceccesecseee .24 
—— 10.53 
INN ah 8 sch cise ect eae aS cian sesh steica tte 43.22 


The figures compiled in the office of Bureau of Insurance show that for 
year 1925 the per cent of expense was 45.73. 
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EXPENSES ON VirGINIA Business, Stock Fire INSURANCE Companies, Yeap 1925 


I I no scrrten ie acareslaricial msicesielncapnecnbiciacncoee $10,835,599 gp 
I ne ne ee, lil ds 5,780,982 9 
Expenses incurred to premiums earned: F 

1. Loss adjustment expenses.......................... $ 131,660 36 

2. Field supervision expenses........................ 536,201 70 

3. State taxes, licenses and fees....................... 362,641 30 

4. Inspection and rating bureau expenses.... 204,388 73 

5. Commissions and agents’ allowance 


s 
(including loss on unpaid balances)... 2,640,677 76 3,875,569 &% 


Prorata for Virginia: 


6. Home office salaries and expenses............. $ 711,817 19 
i PRS PRR Ee <<.  WSeaeeae 
8. Furnitures and fixtures.....................0....-....... 21,670 85 
9. Maps, including corrections......................... 80,619 00 
10. Inspections and _ surveys, including 
underwriters, boards and associations 
(do not include amount entered under 
een Ni acca csi esccinditinintnds 89,524 97 
11. Postage, telegraph, telephone, exchange 
GAD ON rnin i ee 42,113 97 
12. Legal expenses (excluding legal ex- 
SDD CR CRI iareiieeeniccctescerecsesormshadinte 10,142 24 
13. Advertising and printing.............................. 140,744 80 
UI WR es 23,475 17 
15. Miscellaneous, itemized................................ 21,523 40 = 1,181,437 8 
UE cisscssnsnnntisicnpataniatectantnnninisanitimsitiionttn $ 5,057,007 23 


The per cent of expense for the year 1926 was 46.669. 


2. TAXES 


The insurance companies contend that one reason their expense is so large 
in Virginia is on account of the high premium tax levied of two and seven- 
eighths per cent plus one-tenth of one per cent maximum for the maintenance 
of the Bureau of Insurance plus some other taxes. 

The total expense of the companies in Virginia for the year 1926 amounted 
to 46.66 per cent of the insurance dollar, so that this excuse as to taxes ac 
counts for a very small part of the dollar. 

It will be noted that for the year 1926 general expenses increased over 
expenses for the period 1921-25 3.44 per cent, which equals the total per cent 
paid in taxes. Why should this additional burden, since the policyholder pays 
all the expenses, be placed upon him in paying for field supervision and other 
general expenses? Moreover, while the tax rate in Virginia is larger than the 
average of the United States, it is no larger than the rate of some of the other 
States where business seems to be quite satisfactory. For example, 
has as high a tax rate as Virginia, but her average rate of premium is ninety 
cents as compared with Virginia’s $1.12 and Indiana's average burning rato 
is 54.4 cent as compared with Virginia’s forty-nine per cent. We are a: 
ways giad to see taxes reduced, but we do not think that the claim that taxes 
are responsible for the high rates in Virginia is justifiable. 

We think that all of the licenses, taxes and fees on insurance companies 
should be consolidated into a single payment, to be paid directly into th | 
treasury of the Commonwealth. 


3. Nowneswwewr Broxears’ $100.00 License Fez 


In most of the States this fee is only $10.00. Under the reciprocity - 
tice of insurance commissioners of the various States a Virginia agent 
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. nresident broker in another State has to pay $100.00 for 
b 1925 i be licensed eat this large fee results in brokers in the larger cities 
10 : all of their business through one broker who pays the $100.00, the 
8 dare rorated in the pool. In addition it results in quite a large amount 
82 SS. being written in nonlicensed companies, which deprives the State 
of | on the volume of premiums so written. We recommend that this 
6 reba to $10.00. The Virginia Association of Insurance Agents is 

strongly in favor of this. 


4. Reracratory Deposit Laws 

369 85 ieginia apparently a nonresident insurance company, however solvent, 
oo a deposit of aa securities. We doubt if this is necessary. It is 
- sive and deprives the company of the use of this security for the time 
ead from our investigation it is our conclusion that all of the reputable 
| ee companies are entirely solvent and amply able to meet their obliga- 
toe This law has another great disadvantage. It prevents Virginia stock in- 
surance companies from expanding and extending their business into other 
States. The reciprocity laws of the other States require such companies to 
make the same deposits as the Virginia law requires, while omitting to make 
the same requirement, frequently, of other competitive companies. We should, 
of course, encourage the development of our local insurance companies. It is 
too bad that as conditions are now, they are not only discouraged, but condi- 
tions almost prohibit the organization of new companies under our laws; that 
is, if they expect to do business in other States. The right to determine the 


amount if any that should be deposited should be left to the constituent in- 
1,437 33 —=sSuramce authority of the State. 


7007 23 5. Tue CoINsuURANCE CLAUSE AND THE TuHree-FourtHs VaLue CLAUSE 


} On all fireproof structures in Virginia the policyholder is expected to secure in- 
surance equal to three-fourths of the value of his property. If he insures for 
less than this amount in the event of loss he will receive damages for only 


such a per cent of the loss as the ratio of the amount of his policy bears to 
so large | three-fourths value of the property. In cities of the first class this coinsurance 
d seven- — dayse is applied not only to fireproof structures, but to every kind of business 
ntenanct © structure and its contents. In other words, in first class cities only dwellings 
anda few other types of buildings are exempt from the coinsurance clause. 
mountel In those cities where the coinsurance clause applies to all mercantile build. 
axes a = ings the concession is made whereby the three-fourths value clause which for- 
bis the insured from insuring his property at more than three-fourths of its 
sed over | value is not required, so that a dwelling in these areas having the coinsurance 
per cent clause may be insured for its full value. In all other parts of Virginia where 
der pays the coinsurance clause applies only to fireproof buildings and certain special 
ind other hazards the three-fourths value clause applies to all types of property, so that 
than the ap one in the country may insure his dwelling at full value. In quite a num- 
the other her of the States the coinsurance clause and the three-fourths value clause are 
, Indians not permitted. The argument from the insurance standpoint is that these 
is ninety | clauses are necessary in order to keep down the rates. But the insured would 
jing ratio | ike in many cases to have full protection and as a matter of fact no one except 
je are tt | owners of dwelling houses in cities where the coinsurance law applies to the 
hat tax# | vast bulk of business establishments can get full protection for his dwelling. 
The citizens of States that do not have this coinsurance clause or the 

ome _ three-fourths value clause claim that the rates 


should be so adjusted that the 
insured may get full protection on his property, and moreover they claim 
that it is a reflection upon their integrity by implication that full insurance 
Siipeonabentes Satie cad cae etn aot ce 
more progressive es and require that these clauses be eliminated 
policies furnished to the citizens of the State. sa 
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V. BUREAU OF INSURANCE 


The Bureau of Insurance of Virginia was established by act of the ky. | 
lature in 1906 and under its provision said bureau was charged with the 
tion of all laws relative to insurance, subject to the inspection and supervis 
of the State Corporation Commission. “ve 

Colonel Joseph Button was chosen Commissioner and has contin 
served in this capacity to the present. = 

Prior to this time the laws relative to insurance were administered by 
Auditor. No attention was paid to rates nor was there any’ legislation 
deavoring to control rates. 4 

The reason for this was apparently because there was no complaint ; 
rates on the part of the public, the rates being considered reasonable and, iy 
fact, were so very low that they were often called “cut-throat rates.” 

It was contended that these rates was the result of a statute, act 1897-18 
known as the “Wharton law,” which specifically prohibited combining on i 
part of fire insurance companies for the purpose of making rates and Provide 
a penalty for the violation of said act. So convincing were the arguments ay 
the propaganda that the so-called “cut-throat rates” were the result of “tyjp 
ous competition” produced by the “Wharton law” that, for the protection Of th | 
public, said act was repealed. 

Having repealed this act in 1902, prohibiting combination on the party 


insurance companies for rate making purposes, the legislature provided » | 


means whatever for regulating rates for the protection of the public again 
unfair and unreasonable rates. 

Insurance companies, through the Southeastern Underwriters Associatin 
then called the Southeastern Tariff Association, immediately took possessig 
of the field, making rates for all companies, which resulted in an immedi 
and gradual increase of ultimate rates. 


This commission has been very much hindered in its efforts to carry o | 


the plain intention of the legislature in authorizing this commission, becayy 
it has been unable to get any data whatever from the Bureau of Insuran: 
as to what the rates were either in the period from 1897 to 1902, when th 
“Wharton law” was in existence, or from 1902 up to 1918, in order to mk 
comparison with the present rates. 

Speaking of the period, 1906-1920, the Commissioner says: 


“During the fourteen years it did not appear to me that there wy | 


any excess in the base or schedule rates in Virginia; that, having noth 
ing in the world to do with the rates, I did not pay much attention} 
it, because I was without authority.” (Page 106, exhibit 1, filed in Sta 
Library.) 


Again he says: 
“After studying the proposition for fourteen years, I was — 
WY, 


satisfied that Virginia was getting a square deal in its rates.” (Page 
exhibit 1.) 


Further he tells us in substance that he made no study of insurance rate, | 


that he did not seek for information on rates because he had no authority » 
oS ssn legislature would not invest him with that authority. (Page ld 
exhibit 1. 

He says his particular duties, with respect to fire insurance, was to seth 
the solvency of the companies. (Page 140, exhibit 1.) 

Asked if he had any study to present to the commission of that perio 
(1906-1920) at all, he replied: 


“Absolutely nothing between the formation of the bureau and th 
enactment of this act in 1920.” (Page 141, exhibit 1.) 
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-. evident from the foregoing that the Insurance Bureau did not at- 

a cap to control rates or even to investigate them prior to 1920, 
ie Commissioner of Insurance frankly acknowledged that he had made no 
; of them. Since no record was kept and no study made of rates, this 

‘esion in the very beginning found very little available data in the office 
Commissioner of Insurance for a comparison with rates now in force. 
While it is true that the commissioner had no authority over rates during 
.. seriod, we think that as a State officer and entrusted with the execution 
ot insurance laws, he should have gathered data and made a thorough study 
‘os vital part of insurance, in order that he might have intelligently made 
h recommendation to the legislature as was necessary in order to control 
c rates and protect the public. ie NY 

Now, coming to the period of 1920-1927, we must inquire into how the 
Insurance Bureau has functioned as regard to regulating rates under the Acts 
. scroll time prior to this the Insurance Commissioner reached the conclu- 
sion that he should be invested with power to regulate rates and prepared 2 
bill which was presented to the legislature and passed. It is presumed that 
the primary purpose of establishing an insurance bureau was for the protec- 
tion of the public and it was evidently the intention of the legislature in pass- 
ing the act of 1920 to invest the Commissioner of Insurance with power to 

ise and regulate rates and to establish also a State rating bureau, in 
order that uniform and fair rates might be had throughout the State. Neither 
of these objects have been accomplished for reasons set out below: 

Various, confusing and conflicting interpretations of the act of 1920 are 
held by Bureau of Insurance and insurance companies, all of which makes the 
law to appear vague and indefinite. In our first hearing the commissioner 
said he had no right to disapprove rates and could not reduce rates. In the 
second hearing, he qualified this by saying: 


“Only in certain contingencies, if rates produced an unreasonable 
profit, I can reduce them.” (Page 25, exhibit 1.) 


Briefly, his views are as follows: The companies are required to file rates 
for the five years preceding and then annually on certain classifications; there 
should be no change in rates except on notice to Commissioner of Insurance. If 
for the five years preceding certain classifications had made more than a 
reasonable “underwriting profit,” he could order reduction in rates; also upon 
complaint by any individual as to any particular rate, he could have a hearing 
upon that rate, and if unfair, unjust, too high, he had the right to order it 
reduced. (Pages 142, 143, exhibit 1.) 

It developed in the hearing on this subject that insurance rates do not 
have to be approved by the commissioner but are promulgated without his 
consent or knowledge. The schedule rates are filed. says Colonel Button, and 
if he disapproves, the companies can appeal to the Corporation Commission. 

This is also the insurance companies’ view of the law as expressed by 
their attorney, Mr. Williams. 

Mr, Harris, former expert for Bureau of Insurance, says: 


_ “At that time (when the increases were made in 1926) they, the 
insurance companies, claimed Colonel Button did not have anything to 
do with the rates, unless they were excessive.” 


Further: 
“The law is not strong or definite.” (Pages 267, 268, exhibit 2.) On 
page 174, exhibit 1: 


“Therefore, our attitude is that the legislature intended the law to 
give the bureau a check to prevent the company making excessive profits.” 
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Mr. Spencer, manager of “Virginia Inspection and Rating Bureau,” 


Says; 

“We have been interpreting the law as requiring us to fi 

with the commission. * * * fe the rate 
“But it has been accepted as a general fact that the law does 

give him any final say as to rates promulgated by our bureay.” (See 

testimony of Mr. Spencer, page 17.) 


It is apparent from the foregoing that the Insurance Bureau, as well as 
insurance companies, concur in the opinion clearly expressed by Mr. 

It is still more unfortunate that the commissioner himself, though he wrot 
the bill, is very doubtful of the powers conferred upon him, as to the regula. 
tion of rates by this act, so much so that he was unwilling to have the Corpo. 
ration Commission or the court pass upon it and, rather than do so, gave this 
as one of the reasons for granting the increase in May, 1926. The increase jn 
May, 1926, allowed a ten per cent increase on a little less than one-fourth of 
the premiums collected for the preceding five year period, a twenty-five 
cent increase on a little more than one-third of the premiums collected for this 
period, but made no increase on the remaining properties representing just , 
little more than one-third of the premiums collected. In other words, jp. 
creases were allowed in insurance rates on property that paid sixty per cen 
of the premiums collected in the preceding five year period. the busi 
remains stationary for the next five years it will mean that the premiums col. 
lected from Virginia will be approximately $5,200,000 more because of thes 
increases. In other words, the increases allowed by the commissioner in 19% 
fixes upon the property holders of Virginia an indirect tax of more than, 
million dollars a year. 

Asked by Dr. Chandler if. at the time he granted these increases, he found 
any class of risk that showed so low a burning ratio as to warrant any d&. 
crease in rate, replied: 


“I do not know that I did. That is the thing that was not put w 
to me at the time. It was promulgated by the company, and it wa 
without my consent. They assumed I had no authority over the ques. 
tion of insurance and I undertook to call them to account and refused 
to allow them to go into effect. Finally (when the figures were pre. 
sented on certain classes) I granted an increase in certain classes and 
declined in others.” 


Mr. Cottrell: “Suppose you had declined to grant any increase and they 
held you had gone beyond your rights?” 

Col. Button: “While I maintained it was a doubtful proposition. rather 
than have the court state I had no authority to do what I claimed I hada 
right to do, and from the figures presented, I granted an increase in certain 
particular classes.” (Page 124, exhibit 2.) 

In this connection it is pertinent to state that increases were allowed on 
some classes that showed so low a burning ratio that an increase should have 
been refused. (Pages 241, 342, exhibit 1.) 

From the foregoing evidence, upon the construction of the law by the 


insurance companies and Insurance Bureau. what the powers conferred upon | 
the commissioner are under this act of 1920, is, as Mr. Harris says, “vague / 


and indefinite.” ; 
The statements made above were brought out in the discussion of the in- 
crease granted by the commissioner in 1926, and let it be remembered that m 


application for this increase was made to the Insurance Commissioner by the | 


companies and these rates were not even filed with the Insurance Burea 
until after they were promulgated. The Commissioner of Insurance had no 
knowledge of them and learned of the advanced rates promulgated, through 
the newspapers (Times-Dispatch). This but emphasizes the fact that the 


insurance companies make and promulgate rates without making any aoplica: | 


tion or giving any notice whatever to the Insurance Commissioner. In this 
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when the commissioner learned of the increase in rates, he called for 
ference with the companies with the result that he allowed some of them 
4 con and declined others, in which the insurance companies acquiesced. 
it will be noted that in this increase granted, in which the public is so vitally 
ed, there was no hearing. _ , } 
The commissioner says that this is the only general increase allowed by 
+ since 1920, but there is a constant change of these schedule rates, so 
Me Harris and Mr. Spencer both say, but there has never been any appeal to 
the Corporation Commission for construction of this act as to the commis- 
gonet’s power to control rates under it, because the decision made have been 
favorable and satisfactory to the insurance companies. 
All of the above refers entirely to the “base” or schedule rate which is 
sed on what is called the “white slip.” Now the ultimate rate which is 
ted by the “pink slip” and applied by the Virginia Rating and In- 
tion Bureau is the schedule rate plus the penalties added for deficiencies. 
In the case of general increase of schedule rates, they must be filed with the 
Bureau, but not so as to the final rate, and as these penalties added 
for deficiency constitute by far the largest part of the final rate, we must now 
consider what authority the Bureau of Insurance has exercised over them. 
The following evidence taken from the testimony of Mr. Spencer, manager 
of Virginia Rating and Inspection Bureau, page 17, is conclusive: 


Dr. Chandler: “All ‘white sheets’ issued in Atlanta, all ‘pink sheets’ 
issued by you?” ; 

Mr. Spencer: “Yes, sir.” 

rD. Chandler: “What authority has Insurance Bureau over your ‘pink 
slip’ promulgation ?” 

Mr. Spencer: “Under the law, I think it is provided that the insured can 
appeal to the commissioner if the ‘pink slip’ individual rates are unsatis- 

to a 
7 Dr, Chandler: “Are the ‘pink slips’ compelled to be filed by you?” 

Mr. Spencer: “No, sir.” 

Dr. Chandler: “Then, gentlemen, the Commissioner of Insurance exer- 
tises no authority whatever in Virginia over all of these individual rates that 
are made in this State.” 


Whatever doubt, if any, there may be as to the power of the commissioner 
to control schedule rates, there certainly is none as to the ultimate rate, which 
is most important, for he not only does not have any control over them, but 
he does not even have any knowledge of them, because they are not even filed 
in this bureau. 

Clearly, under the interpretation made of the present statute, the State of 
Virginia through its Insurance Bureau has no control over rates in the State. 
Such a situation seems to us to be intolerable and certainly contrary to the 
policy followed in this State with respect to the control of rates for public 


It is pertinent to inquire at this time as to what the views of the com- 
missioner are, as to what is a “reasonable underwriting profit,” and how same 
is to be computed, and if the complaints are just what is the probability of 


) their being corrected under existing conditions. 


When the underwriting profit and loss formula was adopted by the Na- 
tonal Convention of Insurance Commissioners in 1921, of which body our 
Virginia commissioner is a member, he was present and voted for the adoption 
of said formula. He now approves it and says he does not know of any better 
method that could be devised. (Page 55, exhibit 2.) 

must be an increase of rates if this method is to be complied with, 

for under it the insurance companies should make an “underwriting profit” 
of five per cent and in addition to that a profit of three per cent for conflagra- 
ton, making a total of eight per cent “underwriting profit.” As shown by the 
the companies operating in Virginia had an underwriting loss for the 
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period 1921-25 of 4.19 per cent. To give the companies what they are enjj 
to under the underwriting formula, rates must be put up sufficiently, not 

to overcome the loss of 4.19 per cent, but in addition to give them a Profit of 
“underwriting profit” of eight per cent. To do this they should have co), 
lected $6,286,736 in five years time, an increase of 12.19 per cent on Premium, 
earned. As a matten of fact the increase allowed in May, 1926, will average 
a little over a flat ten per cent on all premiums. 

While the commissioner endorsed the method of calculation adopted by 
the National Convention of Insurance Commissioners, he seems now to ente; 
tain entirely different views of it when put into practice. We quote from the 
evidence, page 66, exhibit 2: 


Question: “As a matter of fact, according to your statement on which 
you base your approval for an increase of rates, it shows an underwriting lo, 
of 4.19 per cent. In view of that fact and the further statement that you make 
that they are entitled to this much, how much will you have to raise the 
rates in Virginia in order to produce an eight per cent profit calculated x. 
cording to this method?” 

Col. Button: “That I cannot say.” 

Question: “You answered that you did not know. Now, will you tell the 
commission what an increase of thirty-five per cent in the present rates waald 
mean in dollars to the people of Virgimia?” 

Col. Button: “It would amount to between three and a half to four mi. 
lion dollars, I should say, roughly speaking.” 

Question: “Would you be willing for the rates to be increased so a3 tp 
produce that amount?” 

Col. Button: “I would not.” 

Question: “Well, you say that it is fair and that it is your position thy 
you must take care of insurance companies as well as the public. Now, upon 
what grounds would you refuse to grant these increases in rates?” 

Col. Button: “I might have to take the bull by the horns and refuse op 
the grounds that they are not needed.” 

Further on page 68, exhibit 2, question: “Until they, the insurance con. 


panies, do make an underwriting profit of eight per cent, are the people of | 


Virginia to have higher rates?” 

Col. Button: “I do not think so if I have any voice in it, .unless they 
show a decided loss and the situation gets worse.” 

Question: “Then you are not going to follow this method as adopted by 
the Insurance Commissioners?” 

Col. Button: “No; not for the present.” 


So the commissioner, whatever he may think of this method in theon, 

does not approve of it in practice and seems to be in that respect in accord 

ith the views entertained by this commission, that the method is clearly unsound, 
misleading, fallacious and indefensible. 

We agree with the commissioner that he should “take the bull by th 
horns” and refuse such an increase, but we further think that it is humiliating 
that the Commissioner of Insurance of the State of vere in order to 
protect the policyholders, must disregard the law entirely and use such method 
described by tlie commissioner as “taking the bull by the horns.” 

We believe the legislature of Virginia should provide statutes under which 
legally and by orderly, process the citizens of Virginia can be protected against 
what might excessive and unreasonable rates. 

When the increase of 1926 was permitted, the insurance companies i 
that time promulgated rates that if allowed would have amounted to a muh 

sum than was granted. 
‘ r. Dargan, one of the directors of the Southeastern Underwriters Ar 
sociation, 241, exhibit 1, says: “We did not really ask for as much & 
we thought the law entitled us to,” for according to the experience which they 
presented to the commissioner, if the method by which their underwritiy 
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< was calculated is conceded to be the law, then he was absolutely right and 
ae have the legal right to come again next year and continue to come and 
" increase of rates until the law is complied with. 
. Then the question is, Will they do this? We can only judge the future 
py the past and they did ask for an increase in 1926 and they asked for more 
an was granted. Again, referring to the case that has gone to the United 
Sates Supreme Court, on appeal from the Supreme Court of Missouri, involv- 
ue this method of calculating underwriting profit and loss which the Missouri 
rn tn decided against the insurance companies, Mr. Dargan says: “If they 
‘United States court) decide against the companies, the companies have Rot 
jo revise their business and rates are going up just as sure as you are sitting 

¢*#*” So according to the representative of Southeastern Underwriters 

issociation the insurance rates in any event must be higher. 
"In another respect our Commissioner of Insurance evidently has reached 
the conclusion that his method of calculating underwriters profit and loss is 
got entirely fair because he adinits on page 103, exhibit 1, that the interest 
derived from “unearned premiums,” to a certain extent at least, should be 
taken into account when calculating underwriting profit and loss. 

It is important to ascertain what the views of the commissioner are, as to 
yhat is a reasonable profit, and for that purpose we quote from the evidence 
(page 57, exhibit 2): | = Jains ai 

Dr. Chandler said (naming a certain insurance company in Virginia): 
“Its original stock was $250,000 and they declared a stock dividend of one 
hundred per cent a few years ago and now they are declaring twelve per cent 
on $500,000 or twenty-four per cent on the original capitalization for one year 
and they carried $11,000 in addition thereto to their surplus. In view of the 
underwriting loss of one and one-half per cent (which they show in their 
report), should they have an increase of rates?” 

Col. Button: “I think so. That surplus, out of which they declared a 
stock dividend, has probably been fifty years in its accumulation and a great 
deal of that has come from rise in securities and a slump in the market would 
carry a great deal away.” 

To ascertain whether the commissioner’s surmise was correct as to the 
length of time the surplus of this company had heen accumalating and how, 
we give below brief summary of its experience from period 1903-1919: 


1903, Capital................. $250,000.00... Sueplee............2.. $ 198,000 
S| ae 250,000.00... ee 1,125,761 
Increase in surplus in sixteen years..................... .$ 927,606 

Paid in cash dividends in the sixteen years................ 530,000 
Total earnings during the period... $1,457,606 


Note: Cash dividends exceed by $80,000 combined capital and surplus at 
the beginning of the period. 

Total earnings during the sixteen year period were more than three times 
the combined capital and surplus at the beginning of the period. 

So we see that the surplus, out of which they declared the following year 
of 1920, one hundred per cent stock dividend, was not fifty years accumulating, 
but that in the period of sixteen years they accumulated sufficient to declare 
this dividend and still had left in surplus more than double their combined 
capital and surplus, at the beginning of the period. 

In 1920, her paying twenty-two per cent cash dividend, they declared 
one hundred per cent stock dividend, thereby increasing capital to $500,000 
out of this surplus, still leaving a surplus of $920,674. During period 1921- 

which includes the five years experience upon which commissioner says 
they were entitled to an increase of rates, they paid in cash dividends annualiy 
m average of eleven per cent.on this doubled capital. In addition to that they 
passed to surplus $365,000, making total profits during period of $705,000, or 
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approximately fifty per cent on their combined capital and surplus of $1,429,.9 
and that, too, during the so-called bad period of which the companies complain 
so bitterly and assign as a reason for increasing rates in 1926 that they wen 
losing money. 

Now, if we consider the first period of 1903-1919, it does seem to ys that 
if the “contingency” would ever arise of companies making such CXCESsiye 
profit as would justify the Commissioner of Insurance to order a Teduction oj 
rates, this was the occasion. 

Ppl the act of 1920, based upon the five preceding years, he had a right 
to do so. 

Considering the latter period, it does seem that the commissioner woul 
have been justified in refusing an increase of rates in 1926, taking “the bul 
by the horns” and saying that “they did not need it.” 

But the remarkable part of the report is that while the company shows, 
profit of $705.000 for the six years, 1921-1926, they show a total “underwriting 
loss” of $1,577,624. 

If they lost $1,577,624 on their underwriting and yet made a profit of 
$705,000. they must have made some way, some how. $2,282,624. Their claim 
is that they made it from the banking end of their business. We are by no 
means convinced that this is true, but if true, it certainly was not made from 
their capital and surplus alone, invested in securities vielding about four 
cent. Their combined capital and surplus of $1,420.674 would hardly ean 
$2,282.624 in six years, so it must have been made, if by investments, largely 
from interest derived from their immense “reserves” or so-called “unearned 
premiums,” which is nothing more and nothing less than money paid by policy. 
holders in premiums. In any event, it was not from the original or contributed 
capital that these large profits have been made which has enabled the com. 
panies to pay handsome cash dividends, accumulate immense surplus and de 
clare large stock dividends, but from premiums paid by policyholders, which is 
the result of their underwriting, the legitimate business of insurance companies 
and the purpose for which they were organized. 

Let it also be understood in considering the record of this company that 


) 
j 


it is no exception as evidenced by comparison with the record of other com. | 


panies filed with this report. 

We have no reason to expect that competition will give us any relief from 
rates, or even prevent_them from going higher, for there is no competition in 
rates. 

Mr. G. C. Long, Jr., president of the Southeastern Underwriters Associa- 
tion. says: “This is the most competitive business in the world.” (Page 221, 
exhibit 1.) 

There is certainly no competition as to rates, all being uniform and made 
hy the insurance companies themselves. There is no competition as to security, 
for the Bureau of Insurance has performed so well the duties of seeing to the 
solvency of the companies doing business in Virginia, that the insured, asa 
rule, do not even know in what company their policies are placed. 

The entire privilege of a man, seeking a fire insurance policy, is confined 
solely to deciding what agent he shall give his business to. 

Any competition that might have come from mutual and reciprocal com- 
panies has largely been eliminated, because membership in Virginia Rating and 
Inspection Bureau has been denied these companies by the stock fire insurance 
companies, as is shown in this report, under another heading. 


We conceive the primary object of an insurance bureau to be the protec- 


tion of the public against unreliable. insolvent companies and excessive rates. 
From the evidence given in all the various hearings, we are of the opinion 
that as to seeing to the solvency of the companies doing business in Virginia, 
the bureau has performed its duties admirably. 
As to regulating rates, it has not and apparently cannot function under 
the present statutes and conditions for the protection of the public against 
excessive and continually increasing rates. 
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SUMMARY 


1. FrnpINGs 

We find: 

|. That the fire insurance companies are making large profits and are de- 
caring large dividends. ot Fy ; 

2. That their method of estimating operating profit or loss, called by them 

riting profit and loss,” for rate making purposes is fallacious. 

3, That if the proper basis for estimating operating profit or loss were 

it would be shown that the insurance companies are making more than 
; reasonable profit. ; * ; 

4, That in 1926 the insurance companies were allowed an increase in rates 
yhich will cost the policyholders of Virginia over a million dollars a year, 
which increase makes their operating profit still more unreasonable. That 
these increases should not have been granted in many cases and should be 
removed as quickly as possible. 

§, That the Bureau of Insurance has not kept the files of all the insurance 
ates in Virginia, thus making it difficult for the public to secure information. 
Aga matter of fact, the bureau has kept no file at all of the final rates, and 
oly a partial record of changes in the “base” rates. 

6. That the State of Virginia in fire insurance rates is at the mercy of the 

eastern Underwriters Association, located at Atlanta. 

7. That the Virginia Inspection and Rating Bureau is under the control 
of the Southeastern Underwriters Association and has no authority other than 
apply the schedule rates. That neither the Southeastern Underwriters As- 
ciation nor the Virginia Inspection and Rating Bureau has ever filed with 
the Bureau of Insurance the final and ultimate rates prevailing in Virginia. 

§. That the rates prevailing in the territory controlled by the Southeastern 
Underwriters Association are high as compared with the average in the United 


9, That the average rate of premium paid in Virginia is $1.12; 
in the United a ninety-three —_ : Hearn aa ee 

10. That the burning ratio in Virginia is forty-nine per - 

for the United States is 52.8 per cent. : eee 

ll. That there are five territorial divisions in Virginia and therefore five 
different sets of schedules, Virginia being the only State controlled by the 
een eee eg — is not scheduled as a unit, though 

irginia is treated as a unit on the s of the compani 
ofthe Southeastern Underwriters Association. ol eee 

12. That on many property classifications there is great discrimination 
wainst the citizens of Virginia in favor of the citizens of other States. 

13. That in addition to discrimination as to rates, the citizens of Virginia 
we discrimnated against compared with the citizens of many other States in 
reference to the three-fourths value clause and the coinsurance clause, one or 
the other being attached to the great bulk of policies written in Virginia. 

14. That there is tremendous discrimination between certain sections or 
“zones” of the State, and these discriminations cannot be justified by “ex- 

because the experience of the companies is not kept by “zones.” 

15. That the statutes designed to regulate and control fire insurance in 


' Virginia are vague and indefinite and are totally inadequate to render proper 


protection to the public or to give the State satisfactory control 
16. That the Commissioner of Insurance, oan of eee 
hesitated in many cases to act in the interest of the public, for fear that his 
might be overruled on appeal. 

. That there is no competition in insurance rates in this State among 
lock companies and that all the competition that prevails is the struggle to 
get business, practically one-half million dollars a year being spent for field 
agents working in this struggle to secure business. 

18. That by certain rules adopted by the Virginia Inspection and Rating 
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Bureau, mutual companies are not admitted to the bureau, contrary, as 
think, to the intent of the General Assembly of 1920, which enacted the lay 

19. That contrary to the intent of the General Assembly, as we belie 
the Southeastern Underwriters Association is constantly changing the scheduk, 
rates without first having secured the permission of the Commissioner ol 
Insurance. 


20. That the Commissioner of Insurance for the twenty-one years that he 


has been in office has carefully guarded the public interest by looking thorough. 
ly into the solvency of all companies doing business in Virginia. 

21. That the Southeastern Underwriters Association and the Virginia 
Inspection and Rating Bureau have by their thorough system of inspectio 
secured better construction, better wiring, 4nd better protection, thus RTeatly 
reducing fire risks in Virginia. 


2. RECOM MENDATIONS 

We recommend: 

1. That the General Assembly enact laws looking to a comprehensive anj 
effectual control of the fire insurance business in the State on a basis at. 
quately protecting Virginia policyholders against excessive rates and unjust 
discriminations, and at the same time affording the insurance companies ae. 
quate compensation. 

2. That the control of all insurance matters be placed in the hands of three 
commissioners and not in the hands of an individual. 


3. That since the Corporation Commission, a constitutional body, repre. | 


sents the State in dealing with corporations, and has the right to fix or approve 
the rates of railroads and of other public utilities, that it seems logical to place 
the control of the fire insurance business in the State in the hands of this 
commission. 

4. That if it does not seem feasible to give the control to the Corporation 
Commission that a board of three commissioners devoting their entire time 
shall be set up on somewhat the same basis as the Board of Fire Insurance 
Commissioners of Louisiana. 

5. That to the commission having authority to control insurance matters 
there shall be delegated the power: 

(a) To investigate and study the problems of fire insurance, liability jn. 
surance, casualty insurance, automobile insurance, and the question of surety 
bonds and rates charged for the same and to make recommendations to the 
General Assembly with reference thereto. 

(b) To have absolute authority to fix or approve all fire insurance rates 
in this State, both base rates and final or ultimate rates. 

(c) To fix qualifications for agents and to license the same. 

6. That a new inspection and rating bureau be set up under the direct 
control and supervision of the constituent insurance authority of the State, 
the expense of which bureau shall be paid for by the insurance companies 
members thereof; that this bureau shall have no connection with the South- 
eastern Underwriters Association but shall be amenable directly to the con- 
stituent insurance authority of the State; that not only stock companies 
but mutuals and reciprocals shall be entitled to membership therein, provided 
they comply with the conditions and regulations that shall be prescribed by 
the constituent insurance authority of the State, and that all companies |i- 
censed to do business in this State shall be members of this bureau. 

7. That the State shall be organized as a unit for rate making purposes 
and that as far as possible the rates prevailing on the Eastern Shore and in the 
Valley of Virginia shall be taken as a basis. 

8. That in fixing rates in Virginia the constituent insurance authority be 
required to allow the companies not more than an actual reasonable profit as 
a whole and that the law be amended so that the technical term “underwriting 
profit or loss” shall be eliminated. 

9. That the brokerage fee of $100.00 on nonresident brokers be reduced 
to $10.60. 
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10. That the law be modified so as to require a deposit from nonresident 
anies only when it is necessary in the discretion of the constituent in- 
-— authority for the protection and interest of the citizens of Virginia. 
wat That while we cannot make a full report on workmen's compensation, 
feel justified from a partial investigation in recommending that to the duties 
S ‘d imposed upon the Industrial Commission there shall be added the duty 
-— aiing the compensation insurance rates and of fixing and approving all 
ere rates to be used in Virginia for workmen’s compensation. 


CONCLUSION 


We are having bills prepared which will embody our findings and recom- 
mendations. We regret that we are not able to report upon any other subjects 
gsigned to us than fire insurance. We trust, however, that our report may 
convince you of the fact that all questions of rates should be under a com- 
mission which will have authority to act and that you may find it feasible to 
make adequate provisions for this commission to employ such expert help as 
is needed to get at the very bottom of all rate questions that so vitally concern 
the citizens of the State. The volume of material that we have collected is too 
large to submit to you for publication and we are therefore filing it with the 
State Librarian for reference. It is listed in the appendix attached hereto. 


Respectfully submitted, 


J. A. C. CHANDLER, Chairman, 
WALKER C. COTTRELL, Seerctary, 
ROBT. R. PARKER, 

BRADEN VANDEVENTER, 

O. E. JORDAN. 


53 





4748 THE INSURANCE INDUSTRY 
APPENDIX 








List of material filed with the State Librarian for reference: 


i EXHIBIT 1.—Proceedings of the meetings of the Commission on Fire, Lig. 
bility, Casualty, and Workmen's Compensation Insurance in Virginia, made by 
Mr. John G. Winston, in three parts, pages 1-675, inclusive. 


Exuisit 2.—Evidence of Colonel Button and others taken by Mrs. Cowardin 
of the office of the Bureau of Insurance, pages 1-140, inclusive. 


Exuisit 3.—Testimony of Mr. Spencer taken by Miss Brunk, stenographer 
at the College of William and Mary, pages 1-19, inclusive. 


Exnuisit 4.—Outline summary of facts relating to stock fire insurance jp. 
vestigation as roughly prepared by Dr. J. M. Klamon, of the Carnegie Institue 
of Technology, pages 1-59, inclusive. 


Exursit 5.—Testimony of Mr. Kelly, taken by Miss Brunk, of the College 
of William and Mary, pages 1-7, inclusive. 


Exuisit 6.—Statement of Mr. A. V. Gruhn, taken by Mr. Ganter, of th 
College of William and Mary. 


pane 7.—Copy of questions submitted to Colonel Joseph Button—questions 


Exuisit 8.—Copy of Colonel Button’s reply to the sixty questions submitted, 


Exnrsit 9.—Tabulation made by Mr. Spencer of the Virginia Inspection ani 
Rating Bureau July 8, 1927, showing changes of rates from 1908-1927 in certain 
zones and on a few classifications. 


Exuisir 10.—Letter of April 28, 1927, of Mr. Dargan correcting his testi- 
mony made at the first hearing. 


Exuusir 11.—Letter of July 14, 1927, of Mr. Nolting showing the amount of 
premiums received in the different territorial sections of the State by the Virginia 
Fire and Marine Insurance Company, and other data. 


Exuusit 12.—Mr. Witt’s communications : 


(a) July 18, 1927—showing territorial losses of seventy-two companies for 
the period 1922-1926. 

(b) One hundred and twenty-five companies for the period 1917-1926. 

(c) One hundred and twenty-five companies for the period 1922-1926. 

(d) One hundred and fifteen companies for 1926. 

(e) Further letter of Mr. Witt’s, dated October 1, 1927, explaining that some 
of the companies could not furnish the experience by territorial zones. 


Exuuisrr 13.—The rating laws of Virginia and Texas and the nonpartisan 
rating bureau information. 


Exuusrr 14.—Rating laws of Louisiana, Mississippi, and Indiana, and a copy 
of the Magazine of Wall Street containing an article on insurance rates. 

Exurerr 15.—One hundred and ‘sixty questions submitted to Mr. Spencer by 
Dr. Klamon, July, 1927. 

Exuisir 16.—Answers made by Mr. Spencer, after conference with Atlanta, 
with a letter of. Mr. Dargan’s attached. 

Exnurr 17.—As samples of old schedules, those of 1908 for Southwest Vir- 
ginia, the Valley, and Virginia General. 

Exuistr 18—Schedules of 1918 with revision for Virginia General, Valley, 

Virginia, Piedmont, and Eastern Shore. 
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Report of Commission to Investigate 55 


Exatatt 19.—Comparison of Virginia, Alabama, Florida, Georgia, Kentucky, 
Maryland, West Virginia, and several other States, several different tabulations. 


Exuieit 20.—Replies by the Underwriters to questions submitted by the State 
Commission, dated October 27, 1927. 


Exutsrr 21.—Tabulation of the Insurance Commissioner’s office for the period 
1922-1926, inclusive. 


Exarstr 22.—Copies of schedules used in May, 1926, giving increase in in- 
surance rates. 


Exuisit 23.—Sample copies of schedules showing ultimate rates for Edin- 
burg. Elkton, Pulaski, Warsaw, Parksley, and Culpeper. The Commission secured 
all the ultimate rates except those of Norfolk, Richmond, and Suffolk. They 
would fill a box of at least ten cubic feet. All of, these rates may be seen in 
ofice of Virginia Inspection and Rating Bureau. 


Exnisit 24.—Tabulation showing business of stock companies, reciprocal, ex- 
changes, and mutuals, 1915-1925. 

Exarsit 25.—Opinion of Supreme Court of Missouri in case of Aetna /n- 
surance Company v. B. C. Hyde, Superintendent of Insurance of Missouri. 

Exnisit 26.—Decision of Supreme Court of Kansas in case of Aetna In- 
surance Company v. Frank L. Travis, Superintendent of Insurance of Kansas. 

Exuisit 27.—List of insurance taxes levied in Virginia. 

Exnisit 28.—Map of Virginia showing the territorial divisions. 


Exuisit 29.—Letter of October 3, 1927, from Mr. A. M. Best as to “under- 
writing profit or loss.” 


Exurerr 30.—Reference is made to fire insurance rates by States from 
1880-1926, two volumes, published by the Underwriting Printing and Publishing 
Company, New York. These volumes are filed in the office of the Bureau of 
Insurance. 
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SHOULD THE STANDARDS OF “EXCESSIVENESS” AND “INADEQUACY” BE Deriygy) 


(Address by F. Britton McConnell, vice president, Pacific Employers Insurang 
Co., Los Angeles, Calif., before Ninth Annual Meeting, NAII, St. Louis, Mo, 
November 10, 1953) 


Mr. Chairman and gentlemen, it is an honor and a welcome privilege to gery | 


on your panel for discussion of rating laws. The particular part of the subjeq 
assigned to me for a brief introductory discussion is the question, “Should th 
standards of ‘excessiveness’ and ‘inadequacy’ be defined?” 

Speaking now on the firm basis of the California law enacted in 1947? ana 
more than 6 years of experience under it, I can say with assurance that th 
definitions of the terms “excessive” and “inadequate” contained in that statute 
have proved to be desirable and in the public interest. The contrast ig o 
course, to the so-called commissioners’ all-industry type of law enacted in many 
States and which contain no definitions of the terms we are discussing, ; 

I said that the California law has proved to be in the public interest ang by 
this I mean the public generally, as well as insurance buyers, producers, anj 
insurers. I shall use only the California statute as a basis for comparison, by 
remark that the great State of Missouri also chose freedom and that some other 
States also modified the strict regimentation in the model all-industry bill, 

The definitions are important features of the California statute and discussion 
of these definitions necessarily requires comparison of that statute with the 
all-industry type. The fundamental difference is not merely with respect to 
the inclusion or omission of the definitions. The difference is one of funda. 
mental philosophy. 

The all-industry laws require filing with and approval by the insurance con. 
missioner of all rates, rating plans, and policy forms. The California statute 
does not require or permit any filing with or approval, disapproval, or revision 
by the commissioner. In the one case, the commissioner is supreme with respect 
to these basic elements of insurance; in the other, the ultimate decision ag to 
rates, rating plans, policy forms, and their use is vested in the underwriter, 

Both of the statutes under discussion contain standards with respect to the 
making and use of rates, some of which standards are mandatory, others per- 
missive. In both statutes, the standards with respect to “excessiveness” and 
“inadequacy” are stated in mandatory terms. Now to put the previously stated 
distinction in another way, in the all-industry laws the standards to be applied 
in the making and use of rates govern the commissioner in approving or dis 
approving; * in the California law all standards for the making and use of rates 
serve as the guides to the underwriter, enabling him to appraise each individual 
risk in relation to what he deems to be the appropriate rate, rating plan, and 
policy form. Always present in this function of the underwriter are the com: 
plex and desirable influences which we describe by the word “competition.” 

In the beginning I used the term “commissioners’ all-industry” type of law. 
It is true that a committee of the National Association of Insurance Commis- 
sioners supported that program, but I think it erroneous to conclude from that 
fact that the commissioners generally were seeking the enormous and undefined 
powers and duties it has placed upon them. It was the all-industry committee 
that insisted that their bill represented the kind of State regulation that was 
required under the McCarran Act.’ Quite understandably, the commissioners 
accepted that opinion.’ I believe that his was a basic mistake and that the 
McCarran Act requires only that the States regulate upon the principles which 
are in accord with the Sherman Act, as amended.’ There was and is no re 
quirement to regulate an “excessive” or “inadequate” rate, except to the extent 
accomplished under the definitions in the California law. 

Under the all-industry laws the commissioners have found themselves in an 
intolerable position. A rate that is not “excessive” and not “inadequate” is a 
rate that is neither too high nor too low. It is just right. Having approved this 


1 McBride-Grunsky Insurance Regulatory Act of 1947, California Insurance Code, secs. 
1850 to 18063. 

2 Where initially made by rating organizations or insurers and filed, they are subject to 
approval, disapproval, or revision by the commissioner. 

* Public Law 15, 79th Cong. 

4The committee of the NAIC was composed of the commissioners of California, Florida, 
Massachusetts, Minnesota, New York, Oregon, and Tennessee. 

6 The Robinson-Patman Act, which is an amendment of the Sherman Act, prohibits such 
low rates as would create a monopoly. That subject is covered in the California law 
definitions. 
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rate yesterday, how can the commissioner today impeach yesterday’s action by 
approving a higher or lower rate for a particular risk or insurer? Furthermore, 
the rate approved yesterday was necessarily an average rate, which means that 
it is made up of offsetting components higher and lower than the average. This 
js the dilemma which has confronted the commissioners. It arises from the lack 
of definition of the terms. It has not been solved and experience has shown that 
the language of the all-industry bills purporting to authorize deviations has 
generally been found impractical or simply unused. Experience has now shown 
that the effect of the all-industry-type law, wherever enacted, has been to curtail 
competition and establish uniform rates.” 

At this point I should fully state the California law definitions. They read: 

“1852. The following standards shall apply to the making and use of rates 
pertaining to all classes of insurance to which the provisions of this chapter are 
applicable : : 

“(a) Rates shall not be excessive or inadequate, as herein defined, nor shall 
they be unfairly discriminatory. 

“No rate shall be held to be excessive unless (1) such rate is unreasonably high 
for the insurance provided, and (2) a reasonable degree of competition does 
not exist in the area with respect to the classification to which such rate is 
applicable. 

“No rate shall be held to be inadequate unless (1) such rate is unreasonably 
low for the insurance provided, and (2) the continued use of such rate endangers 
the solvency of the insurer using the same, or unless (3) such rate is unreason- 
ably low for the insurance provided and the use of such rate by the insurer using 
same has, or if continued will have, the effect of destroying competition or creat- 
ing a monopoly.” 

These definitions require no explanation. But their meaning is emphasized by 
the further provision in section 1850 which reads: 

“It is the express intent of this chapter to permit and encourage competition 
between insurers on a sound financial basis and nothing in this chapter is 
intended to give the commissioner power to fix and determine a rate level by 
classification or otherwise.” 

The portion of section 1852 containing the definitions is followed by sub- 
divisions (b), (c), and (d), which direct or authorize the underwriter to apply 
his informed discrimination within the stated standards in his decision as to 
the rate, rating plan, and policy form appropriate to the risk. Section 1852 
defines the term “unfairly discriminatory” as well as the terms “excessive” and 
“inadequate.” 

Experience has now shown that the effect of the California statute has been 
to encourage fair discrimination and competition on a sound financial basis. 

This beneficial effect of the definitions in the California statute results from 
another basic difference between the all-industry laws and the California law. 
The former permits, and in practice requires, insurers to agree to adhere to 
rates, rules, and forms which are the product of their acting in concert through 
rating bureaus and organizations, subject to their approval by the insurance 
commissioner. In contrast, the California law permits such adherence “either 
consistently or intermittently” but prohibits any agreement to adhere. Cali- 
fornia regulates and enforces this by the strict provisions of the law as to the 
licensing and operation of rating organizations, thus carrying out the stated 
purpose “to permit and encourage competition between insurers on a sound 
financial basis.” 

It can never be questioned and we must never forget that the regulation of the 
business of insurance required under the McCarran Act is protection of the 
public interest. Is it in the public interest to require one man—the insurance 
commissioner—to fix rates that are not excessive and not inadequate; and to 
require him to do so without definitions of those terms? I think it is erroneous 
to assume that the several insurance commissioners themselves desire such vast 
and undefined powers. With but few, if any, exceptions the commissioners have 
been and are today men who sincerely believe in and want to support the 
principles of free enterprise. Free enterprise means freedom of fair competition 
a sound financial basis. The reason this has been stifled in the insurance 
business is found in the law and not in the administration by the commissioners. 

The meaning of the term “competition” and of its companion term “unfair dis- 
(rimination” is fundamental in the matter we are discussing. No one has or 





‘The brief of the defendants in the SEUA case argued that such was the effect of similar 
tate regulatory statutes then in effect. 
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could state an all-inclusive definition of these terms, but the basic definitions j, 
relation to regulation of insurance rates are clear. 

“Competition” is the effort of two or more, acting independently, to secure the 
custom of a third party. It is the play of contending forces ordinarily gq. 
gendered by an honest desire for gain. Unity of object with diversity of methods 
is the essence of competition. 

The meaning of “unfair discrimination” has two aspects, the first of which jg 
with respect of “unfair discrimination” has two aspects, the first of which js 
with respect to its effect upon the purchaser and his competitors. The second 
aspect is with respect to its effect upon the seller and his compeitors, 

Looking now to the California law and its definitions, it will be seen that jt 
provides that a rate that is unreasonably high for the insurance provided ang 
which is made and, presumably used, because of the absence of competition fo 
that class of business may be held to be “excessive.” The point here is the effec 
upon the insured and his competitors. In such case the rate would be unfairly 
discriminatory for the same reasons that it is “excessive.” The safeguard of 
the buyer, the insured, is competition. The statute permits any person aggrieved 
by any rate to require its review and justification (sec. 1858). 

The California definition also provides that a rate that is unreasonably low 
for the insurance provided may be held to be “inadequate” if the use thereof 
by the insurer involved endangers its own solvency or has or would have the 
effect of destroying competition or creating a monopoly.- The point here is the 
effect upon the insurer and its competitors. In such case the rate would be 
unfairly discriminatory for the same reasons that it is “inadequate.” The 
safeguard of the seller, the insurer, is (to quote from the California law), 
“competition between insurers on a sound financial basis” (sec. 1850). 

The always dominant consideration must be the public interest. We have 
seen that the individual buyer, the insured, is protected by the definition of 
“excessive” and the forces of competition. What of “inadequacy”? There has 
never existed, and I think there will never exist, a single insurer so vast of 
resources and with a management so scheming and patient to curb and defer 
their quest of profit so that that company would use unreasonably low rates 
until it threatened to destroy competition or create a monopoly. Even so, the 
California statute’s definition of “inadequate” provides the safeguard. Whatifa 
group of companies should embark upon such a vicious course? The California 
statute expressly recognizes that insurers may use the rates of either rating 
or advisory organizations ‘either consistently or intermittently” without any 
implication that there is an unlawful agreement. There is no sanction of 
consistent use by any combination of insurers of rates not made by a rating or 
advisory organization and which rates would tend to destroy competition or 
create a monopoly. Such actions in concert would be unlawful and severely 
punishable under the California law. 

It should be particularly noted here that rating and advisory organizations, as 
well as insurers acting independently, are governed by the standards and defini- 
tions under discussion. 

These provisions of the California law have protected the public interest and 
the interests of buyers and sellers of insurance. 

In every kind of business free competition tends to level prices rather than 
produce chaotic diversity. This obvious and indisputable fact has sometimes 
been forgotten by those who have advocated or submitted to the strict regula- 
tion of insurance rates and forms. In this connection we may notice that 
although the California statute prohibits insurers acting “in concert for the 
purpose of making rates, rating plans, or rating systems’ unless licensed as 
a rating organization, it recognizes the need for and expressly authorizes rating 
organizations and insurers “to exchange information and experience data with 
rating organizations and insurers in this and other States and to consult with 
them with respect to ratemaking and the application of rating systems.” 

All producers and insurers know the distinction between these necessary and 
expressly authorized lawful acts in the regular course of business, that is, the 
informal exchange of information, and consultation among competing under- 
writers, and, on the other hand, the prohibited acting in concert for the purpose 
of making rates, rating plans, or rating systems. 

To illustrate this distinction let us take a situation which arises quite fre 
quently and which is routine practice among competing underwriters. A partict- 
lar insured, or a broker or agent, wants to place a risk of unusual character as 
to hazard and size. He argues that the risk is unique or that it is better or 
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perhaps concedes that it is worse than the average of its class or that it is not 


jsely classified. The underwriter studies the problem. Automatically he 
considers the manual or board classifications, analogies among them in relation 
to this risk, credit and debit factors, the experience, capacity, and service costs 
and facilities of his own company, the experience of other companies and under- 
writers, and his own experience as an underwriter. From this process he deter- 
mines upon and quotes a fair rate under which he thinks his company can 
profitably assume and carry all or a part of the risk. Through the natural 
ses of competition his quotation is communicated to other underwriters 
who, after inquiry of him, the insured, the broker, and agent, or all of them, 
and consideration of the same standards of underwriting, may quote the same 
rate, or quote a higher or lower rate, offer to assume a part of the risk, or decline 
risk. 
= us assume that all of the underwriters quote the same rate as to all or 
part of the risk and that it is higher or lower than the manual or board rate 
of the classification most nearly descriptive of the risk. 

Under the California law, such a transaction could not be held to be acting in 
cncert by insurers for the purpose of making rates. If the several under- 
writers take only part of the risk they do so not because of any agreement among 
themselves but because of agreement with the insured and they are acting under 
the freedom of competitive underwriting preserved to them by the statute. 
Such freedom is not possible under the all-industry laws. 

I conclude therefore that it is in the public interest that the standards of 
“excessiveness” and “inadequacy” should be defined in insurance regulatory laws. 

Again I thank you for your invitation and for your kind attention. 


Ay AppREss BY Hon. C. LAWRENCE LEGGETT, PRESIDENT, NATIONAL ASSOCIATION 
or INSURANCE COMMISSIONERS, SUPERINTENDENT OF INSURANCE OF MISSOURI, 
JerFersON City, Mo. 


Mr. Chairman, officers, and members of the National Association of Indepen- 
dent Insurers, distinguished guests, and my friends in insurance, I thank you 
for the opportunity given me to attend this meeting of your association and for 
the privilege of addressing you. When I see the size of this meeting and realize 
the number of companies belonging to your association, it is hard for me to 
believe that this is only your 11th annual meeting. You have made great strides 
in the short period of your existence and your growth bears witness to the fact 
that you have something of merit to offer. 

At first glance the terms “association” and “independent” seem incompatible, 
but more mature reflection indicates that they can go very well together. We 
have, of course, the historical precedent of our Founding Fathers banding to- 
gether in an association to preserve their independence from the forces which 
threatened to destroy it. The same situation exists with reference to your 
association. When the turmoil and confusion resulting from the SEUA decision 
and subsequent Public Law 15 threatened to destroy your individual indepen- 
dence, you banded together in this national association to meet that threat. 
Your job is not yet finished and you must continue your efforts and vigilance 
% that the independent insurer and the principle of competition will continue 
tohave a place in the insurance industry of our country. 

If you were dealing in ships, or shoes, or sealing wax, you would have little 
problem in deciding what to charge the public for your product. Through a 
ystem of cost accounting, you could accurately determine the cost of manufac- 
turing your product, and then add to that the cost of distributing it, a certain 
percentage for profit, and thereby establish the price at which that product 
would be sold. 

Then, if the public did not buy, but instead bought the product of a com- 
petitor at a lower price; you would know that either your cost of manufacture 
your Margin of profit was too high. In order to meet the competition, you 
would have to either lower your margin of profit, or revise your manufacturing 
nethds to reduce the cost. 

This is a healthy situation and the basis of our free enterprise economy. 
When artificial elements enter into the picture, such as “combinations in re- 
straint of trade,” “Monopolies,” or “conspiracies to fix prices,” so that the 
ultimate price of the product is not governed by free competition, then action is 
hecessary by the Government to protect the public. Such action takes the form 
ofthe enactment and enforcement of antitrust laws. 
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Historically, such antitrust laws did not apply to the insurance j 
Insurance was not considered as commerce, and its product, the intangi 
tection,” was not a commodity, under the decisions following 
case. 

Under that situation, contracts between insurance companies in restraint of 
trade were not illegal, although the courts would not necessarily enforce then 
at the request of a party to such a contract. There was no penalty for oe 
spiracy, unless unlawful means were used or unlawful ends attained Th 
cooperation between insurance companies with regard to rates was not such ; 
unlawful conspiracy under the statutes. rn 

Then, following the celebrated rate case in my own State of Missouri cam 
the decision of the Supreme Court in the South Eastern Underwriters case hold. 
ing that insurance was commerce, and that therefore the antitrust, antimonopol 
laws did apply to it as well as to other forms of commerce. ’ 

Congress, however, declared a moratorium on the application to ins 
the Sherman Act, the Clayton Act, and the Federal Trade Commissi 
its Public Law 15, in which it declared that the continued regulati 
business of insurance by the several States was in the public interest. 
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Now it is true that the issue between the several States and the Federal | 


Government over regulation of the insurance industry involves more elements 
than just ratemaking. However, because of time limitations, and your par- 
ticular interest, my remarks now will be confined primarily to the problem of 
ratemaking in the fire and casualty lines and its regulation by the States, 

The mandate from Congress in Public Law 15 is clear. We, the several States 
must completely occupy the field of regulation if we hope to keep the Federal 
Government out of it. Now, just how can we best regulate this ratemaking 
phase of the industry for the protection of the insuring public? 

Although insurance is commerce (and that question is now beyond argument) 
it is still an intangible. The commodity sold is protection, and what system of 
cost accounting can we use to determine the price to be charged for it? 

Through the maintenance of records, the insurance company can determine 
its incurred losses and loss expenses. It can also determine its acquisition costs 
and underwriting expenses. If it is a stock company, it can determine what 
percentage of profit it must earn to yield a reasonable return to its owners. 
With that inforcation, it is not too difficult for a company to determine what 
rate it must charge per unit of protection. 

It isn’t quite that simple, however. If it were, there would be no need for 
governmental supervision at all—by either the State or the Federal Govern- 
ment. The law of supply and demand, the forces of competition, would govern 
the rate charged, and the public would be assured of receiving a dollar’s worth 
of protection for every premium dollar paid. 

Many other elements enter into the problem of making rates, however. For 
instance, location, construction, protection, contents, and use must all be con- 
sidered in fixing the fire rate on any particular piece of business. When these 
elements are taken into consideration, it is not fair to charge everyone exactly 
the same rate for his unit of protection based only on aggregate loss and loss 
expense experience. It is only fair that the man receiving protection against 
greater risk should pay more for that protection than the man receiving pro- 
tection against a lesser risk. 

Since the individual cannot take his intangible commodity, “protection,” and 
lay it against a yardstick, or place it on a scale, or feel its texture, he has no 
way of knowing whether or not the price charged him is fair and equitable. 
Therefore, the business of insurance is said to be affected with the public inter- 
est, and subject to regulation and supervision by the State. Since the insured 
cannot himself determine the fairness of the rate charged him, the State must 
perform this function for him. 

Now, what is the best method for the State to use in regulating insurance rates? 
To answer, let’s consider the methods currently in use in the several jurisdictions. 

First of all, the State can take over the entire function of ratemaking with 
no control over the question remaining with the companies doing the actual 
insurance business. Secondly, the State can require by law that all companies 
belong to a rating bureau. Thirdly, the State can permit the companies licensed 
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to do pusiness within its boundaries to belong to a rating bureau and use the 
cooperative method of ratemaking, or to maintain its own public rating record 
toestablish its individual rates. . 

In those situations where the State itself makes the rates or requires member- 
ship in a rating bureau, some companies will be making a greater profit than 
others because of savings in acquisition costs and expenses of operation. The 
rate must be adequate to cover the cost of the protection afforded by all of the 
companies belonging to the bureau or doing business in the State. Under that 
situation, while there is a certain amount of compulsion on the companies to 
reduce their acquisition and administrative costs, the fact remains that the 
insured is penalized in every case by the expensive and noneconomical operation 
of some companies, with whom he is perhaps not even doing business. 

Naturally, I am most familiar with the situation in my home State of Missouri, 
and I think that the experience under the Missouri statutes has been good. 

In Missouri a company may belong to a rating bureau if it wishes, but such 
membership is not mandatory. Our statute states that the company must 
maintain a public rating record from which the rate of premium applicable to 
each risk to be written may be ascertained in advance. The statute permits 
the company to maintain its own public rating record or to use a record main- 
tained by an actuarial bureau. The company is required by law to charge the 
rate properly applicable to the property as indicated by the public rating record 
and may not discriminate unfairly between risks of essentially the same hazard 
and substantially the same degree of protection. If there is such discrimination 
between risks, the superintendent is empowered to order it removed. 

In the casualty line, Missouri requires that the rates charged shall not be 
excessive, inadequate, or unfairly discriminatory, and then defines, by statute, 
the terms “excessive” and “inadequate.” 

The statute says, for instance, that a rate is excessive if it is unreasonably 
high for the protection provided and a reasonable degree of competition does 
not exist in the area with respect to the classification to which the rate applies. 
The statute declares a rate to be inadequate if it is unreasonably low for the 
insurance provided and the continued use of the rate endangers the solvency of 
the company using it, or if the continued use of that rate will have the effect 
of destroying conrpetition or creating a monopoly. 

So, you see, under the Missouri statutes, competition is not only permitted but 
ig encouraged under supervision. The prohibition against excessive and inade- 
quate rates, as defined in our law, serves to protect competition in the insurance 
industry, but still gives to the superintendent a supervision over it. 

Such competition, I believe, is healthy in the insurance industry, and its 
preservation is essential to the continued regulation of the insurance business 
by the States without Federal intervention. 

As all of you most probably know, Missouri has no statutory requirement that 
casualty rates be filed with or approved by the division of insurance. For the 
information of my division, I have requested the companies writing casualty 
lines in Missouri to furnish my division with their schedule of rates, and I have 
received the cooperation of all companies to a marvelous degree. 

Our operation under the Casualty Rating Act is therefore quite simple. As 
a general proposition, competition in the industry takes care of the excessive 
rate. Even if a company wanted to charge such excessive rate, the availability 
of identical protection from competing companies at a lesser rate will bring it 
into line. 

We can readily determine whether or not the rates charges by a particular 
company are inadequate by an examination of the annual statement of that 
company. If the rates charged produce an income insufficient to sustain the 
solvency of the company we have authority under the statute to correct that 
situation. Our activity, therefore, is confined primarily to the problem of un- 
fair discrimination between risks. Whenever such a situation is discovered 
immediate steps are taken to correct it. 

Iam very happy to report that the experience in Missouri under our fire and 
casualty rating laws has been most satisfactory. Without bragging, I think 
that in this aspect at least, the State of Missouri has preempted the field of 
regulation to the exclusion of Federal intervention. 
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There is, of course, another phase of the problem which deserves di 


: : ; ; Scuss 
in any consideration of the adequacy of State regulation. I refer to the a 


taken by the individual State insurance departments on the application of com- 


panies from other States for admission. Here again I am proud—anq | feel 
justifiably so—of the operation of the Missouri Insurance Division. Each appli- 
cation is considered on its own merits and is measured against the standards 
set up by the statutes. There is no artificial or arbitrary barrier imposed to 
prevent or impede the admission of foreign companies. We have no require 
ment that the company belong to any organization before it can be admitted to 
Missouri. It is my belief that the action taken by the several States with regard 
to such application for admission will be subject to scrutiny in any test brought 
to determine the adequacy of said regulation. 

The burden on an independent company in maintaining its own rating record 
is tremendous. While rating bureaus compile the statistics from which the 
rating records are made for member companies, charging each for his propor- 
tionat share of the cost, the independent insurer must stand the entire expense 
of that operation for himself. 

In such a situation the National Association of Independent Insurers js of 
terrific benefit to such a company. While it definitely does not operate as a 
rating bureau, the association compiles statistics for the use of its member com- 
panies, which are made available to them at a cost far cheaper than if the 
company had to do all of the work itself. 

The association benefits its members in other ways: By presenting the view. 
point of the independent insurer to legislatures and before the public, it renders 
another valuable service. The association, furthermore, is in better position to 
keep abreast of developments in the insurance industry in all sections of the 
country. 

The weathermen have a saying that a “sneeze in China may become a storm 
in San Francisco.” The same certainly holds true in the insurance industry. 
Any new development, anywhere in the industry, will have its effect on the 
entire industry. By keeping abreast of such developments and making infor. 
mation concerning them available to member companies, the NAIT helps the in- 
dividual company keep pace in the dynamic industry of insurance. 

I believe that it is one of the basic tenets of the philosophy of the National 
Association of Independent Insurers that regulation of the insurance industry 
belongs to the States, and should be exercised by the States free from the inter- 
vention of the Federal Government. That is certainly one phase of your philos- 
ophy that I can wholeheartedly agree with. Your work and efforts to preserve 
State regulation, together with that of the National Association of Insurance 
Commissioners and other interested segments of the industry, I am confident 
will eventually be crowned with success. 

However, I believe that the Federal Government, in its various departments, 
will keep a jealous eye on the conduct of the insurance business. Perhaps that 
is a good thing, so that if State regulation lags behind developments in the 
industry the States can be prodded into activity to keep pace with such develop- 
ments. I think that the threat of Federal regulation—as long as it becomes 
nothing more than a threat—is a good thing for State regulation and the 
industry. 

I eongratulate the National Association of Independent Insurers on the 
progress you have made in the 11 short years of your existence. I look forward 
to your continued growth and activity in the future. I know, that dedicated as 
you are to the preservation and encouragement of competition in the field of 
insurance, you will always have something of merit to contribute to the industry. 
May you continue to prosper in this business affected with the public interest 
under State supervision for the greater protection of the insuring public. 

Thank you. 
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THE NATIONAL Boarp OF FIRE UNDERWRITERS, 
New York, October 1, 1959. 
KEFAUVER, 
eae, A ntitrust and Monopoly Su bcommittee, 
senate Judiciary Committee, U.S. Senate, Washington, D.C. 

Deak SENATOR KEFAUVER: At the time of our appearance before your sub- 

committee on Friday, August 14, 1959, we agreed to submit to you for inclusion 
the record certain information as follows : ' 
A. On page 1639, et seq., of volume 12 of the transcript the question of meeting 
dates and those in attendance at the meetings of the special committee of chief 
execuives was discussed and we agreed to compile such data for your subcom- 
mittee. Enclosed herewith and marked “NBFU Exhibit A” is a statement show- 
ing dates of such meetings and those in attendance at each such meeting. a 

B. On page 1688 of volume 12 of the transcript, we agreed to submit municipal 
surveys for the city of Washington, DL. and one or two other cities. _Enclosed 
herewith and marked “NBFU Exhibits B—-1, B-2, and B-3,” respectively, are 
municipal surveys * on— 

(1) City of Washington, D.C., Report No. 275, dated February 1941, and 
special report dated May 1947; 

(2) San Diego, Calif., File No. 123, dated May 1957; and 

(3) Miami, Fla., File No. 302, dated February 1959. 

0. On page 1714 of volume 12 of the transcript, we agreed to furnish informa- 
tion, if available, as to the position, premium volumewise, of State Farm and 
Allstate insurance companies in the fire insurance industry. State Farm and 
Allstate, both relatively newcomers to the fire insurance business, are not ranked 
among the first 10 companies in the fire insurance business. Enclosed herewith 
and marked “NBFU Exhibit C” is a statement showing the amount and growth 
of the fire business of State Farm and Allstate insurance companies. It is 
interesting to note that for the period 1943 to 1948—the period before the pas- 
sage of the all-industry rate laws—State Farm’s fire business increased only 
161 percent, as compared to its overall growth on all lines, including fire, of 
191 percent. However, for the period 1948-58, after passage of the all-industry 
rate laws, State Farm’s increase in fire business of 1,173 percent greatly exceeded 
its overall growth on all lines, including fire, of 401 percent and the overall growth 
of fire lines written by all companies of less than 75 percent. Allstate, which 
wrote no fire business in 1948, shows growth in fire business between 1954 and 
1958 of 11,154 percent which greatly exceeds its overall growth during that 
period of 80 percent and the overall growth of all companies of less than 40 per- 
cent. (Source: ‘“Best’s Fire and Casualty Reports.” ) 

D. On page 1722 of volume 12 of the transcript, we agreed to submit figures 
showing the percentage of the market which the 10 largest fire companies do in 
the total fire and allied lines business similar to figures submitted by Mr. Bicks 
dealing with size in relation to the assets of all companies and the 10 largest 
fire and casualty companies. Enclosed herewith and marked “NBFU Exhibit D” 
isa statement showing the 10 largest writers of fire and allied lines insurance. 
The figures were taken from the Argus Fire Chart 1959 and show “earned” rather 
than “written” premiums. However, for these lines there is very little difference 
between earned and written figures. The largest writer shows earned premiums 
of 5.4 percent of total earned premiums of all companies and the 10 largest 
companies have 23.7 percent of the total earned premiums of all companies. If 
homeowners premiums were also included, the percentage of the largest writer 
would be 5.3 percent as compared with 5.4 percent shown above and the percen- 
tage of the 10 largest companies would be 23.9 percent as compared with 23.7 
percent shown above. 

E. On page 1724 of volume 12 of the transcript, we agreed to furnish data 
supporting our statements on deviations and independent filings. Enclosed 
herewith and marked “NBFU Exhibit E” is a bound volume containing such data. 
As you will note, the dollar amounts in the last two columns of the “Recapitula- 
tion” in the front of this bound volume do not include premiums written under 
independent filings by nonmembers or nonsubscribers of the rating bureau, or 
through an independent rating bureau, such as premiums written by assessment 
mutuals, county mutuals, cooperatives, reciprocals, and associated factory 
uutuals. A compilation prepared by New York Fire Insurance Rating Organ- 


e__—— 


in 


‘These reports will be found in the subcommittee’s files but have not been printed. 
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ization is enclosed with this letter, which compilation attempts to include such 
premiums and shows for the year 1958 earned premiums of $34,104,865 written at 
deviating or independent rates out of the total of $250,175,758 for the State of 
New York. 

F. On page 1769 of volume 12 of the transcript, we agreed to find out if an 
amendment had been adopted changing the national board’s constitution with 
reference to qualifications for membership. No such amendment was adopteg, 
The questions and answers (p. 1769, et seq.) are based on an erroneous assump- 
tion that a proposed amendment was adopted. It was not adopted nor was any 
other amendment dealing with membership qualifications adopted.  Stateg 
another way—the constitutional provision with reference to membership was lef; 
unchanged. 

We are supplying herewith 15 copies of all the exhibits referred to above except 
the rather voluminous municipal surveys of which only one copy each is readily 
available. If you have any further question about any of the foregoing, please 
do not hesitate to communicate with us. 

Respectfully yours, 
J. RAYMOND Berry, 
General Counsel. 
NEW YorK STATE 


1958 earned premiums (direct basis) 





Extended 
Fire coverage | Combined 
endorsements 


Stock and mutual members and subscribers (from annual 





statements) ee ee See eee | $181, 915, 576 | $49, 740,946 |... 
Less 4 companies of underwriters rating board. : | —1, 563, 065 ~026, 796. | oa. cel 
Net for bureau companies pele iam vat cbb dbbase |} 180,352,511 | 49,415, 231 $229, 767, 742 
Total earned premium for all companies. ----..-..-.----------| 199,836, 261 50, 339,497 | | 250,175, 758 
Differential (earned by independents) 4 . | 219, 483, 750 | 3 924, 26 # 20, 408, 016 
Cooperatives, net assessments - a= saa ae sinless sucids ein Saeco ween so . 6, 190, 743 
Leta cae a 

Total differential for independents. - ----..------ phe a aeemaes : : 5 26, 598, 75 
Deviating members and subscribers Jest aa 5, 743, 255 1, 762, 851 7, 506, 106 
Total differential for independents and deviators- ---- -- baa shell du we Be adhbae © 34, 104, 865 


1 $256,366,501 including co-ops. 
2 Or 9.7 percent. 

3 Or 1.8 percent. 

4 Or 8.1 percent. 

5 Or 10.4 percent. 

6 Or 13.3 percent. 


Nore.—In addition approximately 20 percent of homeowners and 25 percent of commercial multiple- 
peril coverages were also written by independent and deviating companies, (Based on countrywide statis- 
tics.) 
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NBFU Ex8HIsBIt A 


th 
at Attendance at meetings of special committee of chief executives 
of 
[Presence indicated by P; absence indicated by A] 
‘ ing of Mar. 10, 1954 
ng Mew. Miller, chairman P. 
‘ith KE. Black. P 
ted. John R. Cooney - 
K. B. Hatch-- . < A. 
~~ w. A. Hebert- , P. 
ANY J. V. Herd.- P. 
ited J. A. North. A. 
left W. J. Reynolds e, 
B.C. Vitt ; P. 
J.C. Hullett, ex officio---- P. 
ept Staff: 
ie L. A. Vincent ; P. 
, J. R. Berry og 
ase Se : cal aclaianaaianaabantieet engin : 
Meetings of Meeting of Meeting of | Meeting of | Meeting of 
— Apr. 15, 1954 | Apr. 28, 1954! | July 8, 1954 | Nov. 9, 1954 
el. = , ; > wl 7 ; = 
H. W. Miller, chairman P. P P. P. 
K. E. Black- . ( r A. 
kK. B. Hatch r. A A P 
w, A. Hebert. foe A P P 
— J. A, North. (3). A P 
W. J. Reynolds. (4) (3 (3 a 
S70, Waa.....----- | P. P. A P 
ined 1. R. Cooney, ex officio---- A A A A. 
J. V. Herd, ex officio A P A A 
be, 1.C. Hullett, ex officio A r. A A. 
Staff 
J. R. Berry- r we 
PARR L. A. Vincent : r. : 
67, 742 i Subcommittee to select special counsel met this date and consisted of the same men (except Mr. Vitt) 
75, 758 which attended the afternoon session of the full committee 


08, 016 | ? Represented by C. A. Loughin. 
90,743 i Represented by E. J. Martin 
——w ‘Represented by J. R. Barry. 
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NBFU Exuirsit C 


Total net pre miums written, and fire, extended coverage, and homeowners not 
premiums written by 2 independents 




















ee CS | ea oe * | on ; 1... oi 
1958 (thou-| Percent | 1948 (thou-| Percent | 1943 (thou- 
sands) increase sands) | increase | sands) 
rm meen a 
State Farm total i == $412, 391 401 2% $80, 143 | 191 _ $27, 551 
Fire, extended coverage and homeowners 23, 886 1, 173 1,878 161 | 720 
Casualty and all other-- : <I 388, 505 | 398 | 78, 265 192 | 26, 831 
————————————e atid . a aioe, “ 
| 1958 (thou-| Percent | 1954 (thou-| Percent | 1948 (thou- 
sands) | increase | sands) | increase | sands) 
i aor a ay PRA es r——- "| 
Allstate total. - iain $375, 647 | 80 | $200, 227 533 | $33, 033 
Fire, extended coverage and homeowners 16, 206 | 11, 154 | 144 | 0 
Casualty and all other-_.--- 359, 441 | 72 | 209, 083 | 533 33, 033 
ae bt eae ieiiencnceaite aad acai 


NBFU Exursit D 


Ten largest writers of fire, extended coverage, and allied lines business in 1958 














| | 
| Earned Percent of 
premiums | total 
| (thousands) 
al i oi at Ue 
Home Insurance Co ; $123, 738 | 5.4 
Hartford Fire Insurance Co- -- 95, 422 | 42 
Insurance Co. of North America__- : 54, 519 2 4 
Great American Insurance Co 43, 507 | 1.9 
Aetna Insurance Co aa 42, 903 | 1.9 
Continental Insurance Co _| 39, 577 | 17 
Travelers Indemnity Co 38, 048 | 17 
General Insurance Co. of America_ | 35, 832 | 16 
St. Paul Fire & Marine Insurance Co 33, 481 15 
Fidelity-Phenix Insurance Co 31, 411 | 14 
Total...... = ee 538, 438 | 23.7 
Total, all companies ae 4 5 eo 2, 272, 219 100.0 
| 
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ALABAMA 


SouTH-EASTERN UNDERWRITERS ASSOCIATION, 

Atlanta, Ga., August 20, 1959 

As requested by yours of August 17, we have had members of our staff che 
the compilation prepared by you as it relates to the States of Alabama, Florids 
Georgia, and South Carolina. We are returning one copy of the Compilation 

with pen corrections noted thereon. 
Very truly yours, 
JOHN P. WoopALL, Manager, 


Summary of total premiums written 


















































1948 
> Sa oy a= — _ =~ — = = | ee 
Fire | Extended 
Coverage 
Deviating companies b aa =e Se ae $688, 121 | $137.14 
Independent filing companies , A Re ee he aaal , 
Total___. it Set auc e 5 ia , 688,121] agri 
: : | 1,1) 
All companies - - - ‘ Ri ckckareases beak an Shean ----| 14, 468, 750 | 3, 042, &4 
Ratio of total premiums written by deviating and independent filing com- | oa - 
panies to premiums written by all companies (percent) -_--_---_- 4.7 4s 
| 
1957 
Deviating companies sees wade iis dite Spee oe ah dows ve $4, 323,047 | $1, 435, 50 
Independent filing companies___.------ at Ne tt qum ide abana 2 , 245, 525 499, 327 
Total. ‘Sababp teehee | 5,568,572] 1.99480 
All companies i Spacdbapopquatesape i i ap a oni So | __ 23, 917, 725 | 7, 004, 017 
Ratio of total premiums written by deviating and independent filing com- 
panies to premiums written by all companies (percent) ____.---- hace ath 23.3 | 7.6 
Homeowners pone (new program re Dec. 16, — 
Pi iscsi - nace = a 
1955 1958 
—_ —_-_—_ — — — ——_——_ —————————— nn ss — ———— 
1. Number deviation filings oe Se ses waahe 0 | 0 
2. Number independent filings. .-........-.--.-- waa 3 | 3 
3. Premiums written by companies having independent ‘filings: 
(a) Insurance Co. of North America. ._........----.--.--- ; Ba | ! 164, 189 2276, 27 
(6) Philadelphia Fire & Marine. -_----_---- ae m | 1 31, 388 | 2 47, 607 
(c) Indemnity Insurance Co__...-.-..-.---- 5 ode aes ' 34, 306 | 2 41, 604 
Total . -_ a ‘ 229, 883 | 366, 138 
4. Homeowners premiums, all companies_- Ped oiaied ae eo | ' 1,392,474 | 271,700,8% 
5. Ratio of 3 to 4 (percent) ____- wpe kis Ge gan des 16.5 03 
1 1955 first year available. 
2 1957 latest year available. 
an fe =e tees tase ulscat | A 
| Number of | Number of || | Number of | Number of 
Year deviating independent || Year | deviating | independent 
companies | filings || companies filings 
i Re ea ee a 8 aan acon 
1949____- ; é | 23 1 1955 «| tia { 
lee | 22 1 || 1956. __- 44 | a 
1951 : 23 2 || 1957 j 42 Q 
1952 ‘ 32 | 2 || 1958 41 | ig 
1953 : 34 | 3 || 1959 48 if 
1954 __. zs 32 4 | 4 
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ALASKA, ARIZONA, CALIFORNIA, MONTANA, NEVADA, OREGON, AND UTAH 


PACIFIC FIRE RATING BUREAU, 
San Francisco, Calif., August 21, 1959. 

GENTLEMEN : I have double checked the recapitulation of data on deviations 
and independent filings submitted with your letter of August 17, 1959. For the 
states in which Pacific Fire Rating Bureau operates, namely, Alaska, Arizona, 
California, Montana, Nevada, Oregon, and Utah, your entries are correct : 

It was not necessary to send your check sheets to our division offices outside 
of California, for the reason that our original submission was put together here 
in San Francisco. 

| mentioned in earlier correspondence that it would be impossible to furnish 
information you display in the last two columns. Now that I see how this 
information is displayed, I realize that my percentage estimates (17 percent and 
32 percent) are of little use to you. I have therefore obtained this information 
ona dollar basis. 

For the next to last column for California, the figure is $22,119,990. 

For the last column for California, the figure is $70,192,581. Without home- 
owners, this figure would be $56,260,353. 

Yours very truly, 
AL W. GILBERT, General Manager. 


Information on deviations—Independent filings 


1. Number of deviations and/or variations filed : 














| Alaska Arizona | California | Montana | Nevada | Oregon Utah 
— = 0 | 1 | 52 | 15 eS ee 2 
ee er | 7 | 125 385 | 83 | — 122 
| | 


en 








9, Number of independent filings : 





| Alaska | Arizona | California | Montana | Nevada 








| 
Oregon Utah 
‘Un ee a ee ee roe 
i dan tnink None None | 1 None None | None 21 None 
ee stens = None 2 1 None 12 | 2 | 65 | 10 





“Filings” not required under California law. The situation here is about as wide open as any piace in 
the country. 


The Oregon law refers to independent filings as deviations, but law requires withdrawal from bureau on 
the class or classes to be independently rated. This is why we list the cases as independent filings. 


3. Number of hearings requested by bureau 1948 to date: 


TD ia Sc deel nag eenin a PRR: FCI si ccs cNiisi cia ta a None 
NE th i a niga wis wink dusein enh 2 8 CO. 4 erste tacit eden 1 
Eee DE ORG UF Ca 25 assaicitedteieaabatiel 2 
ee pie spd alee ail 4 
4, Number of hearings where bureau prevailed or filing withdrawn: 

i tian ssc Seca cli FROQIIG: | INGUINGIG cisco Sch a ae None 
EE EE ee EON ONIN >. in n5can cae aden Deke 1 
ee ei hy RSG ga se nica cc scot inten eetaes be a 
ec 4 


‘There were 2 others in addition where bureau prevailed but only on an inconsequential 
portion of the filing. 


*This is listed because we objected at the outset. Our objections satisfied before hearing 
concluded and we withdrew. Commissioner rejected filing because of objections from an- 
other source, 

5. Number of appeals by bureau to date, and 

6. Number of appeals on cases in which bureau prevailed to date: 


= aa wince cecicngiicels. EAU ONS oh oe ee None 
a ee ee ee None 
California... hc Ss ie News: Wie... Bae Ee None 
ae None 
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ARKANSAS 


ARKANSAS INSPECTION AND RATING Bureat, 
Little Rock, Ark., August 21, 1959 
SUBCOMMITTEE ON ANTITRUST AND MONOPOLY : 

Your letter of August 17 with enclosures has been received and we wish 
confirm our telephone conversation with Mr. Williamson regarding severa] Cor: 
rections which we feel should be made in the figures for Arkansas pertaining ¢ 
your recapitulation of data relative to deviations and independent filings, 

In column 1, number of deviation filings in 1958, you show 26 whereas this 
number should be 29. 

In column 3, number of hearings requested by bureau 1948 to date, you show 
178 whereas we feel the correct number is 1. Although the bureau appeareg 
at 178 hearings on deviation and independent filings all of these hearings, with 
the exception of 1, were set by the commissioner as under our statute the de 
partment is required to hold hearings unless the bureau waives. The one hegr. 
ing which was requested by the bureau was in connection with the deviation 
filing of installment premium endorsement by North America. The filing was 
originally submitted by North America in 1948 and approved by the Department 
for a period of 1 year effective January 1, 1949. The filing comes up for review 
annually thereafter and hearings are set by the department. The department, 
however, failed to set a hearing when it came up for renewal on January |, 
1950, and the bureau on January 28, 1950, requested the department to call q 
hearing which was held on March 14, 1950. The commissioner approved the 
filing on August 15, 1950; the bureau appealed to Pulaski county court which 
on September 26, 1950, approved the filing sustaining the commissioner ; bureay 
appealed to Arkansas Supreme Court which sustained lower court on April 30, 
1951. 

In column 4, number of hearings where bureau prevailed, you show 42, whereas 
I believe we decided this number should be zero. Since only one hearing was 
requested by the bureau and the final outcome as determined by Arkansas 
Supreme Court was in favor of the company it would follow that the bureau 
did not prevail. However, as a footnote you might want to state that the bureau 
attended 178 informal hearings and that the department disapproved a total 
of 24 filings submitted. 

In column 6, dollar amount of fire, extended coverage, and allied premiums 
written by companies under independent and deviation filings, 1948, this amount 
should be $643,198. 

In column 7, dollar amount of fire, extended coverage, and allied lines (inelud- 
ing homeowners) premiums written by companies under independent and devia- 
tion filings, 1958, you show $3,315,649, whereas this amount should be $3,123,923. 
(If you will refer to our exhibit 3 enclosed with our letter to you under date of 
July 9 you will find this amount in column 5 for the year 1958. ) 

In column 1, number of deviations filed for the year 1948, you show 35. The 
number 35 is correct: however, only 14 were rate deviations; the other 21 
deviations were on installment premium payment plans which materially boosted 
the total number of deviations filed in 1948. Arkansas was one of several States 
which had an unusually large number of deviations filed on installment premium 
payment plans. 

You have our permission to use all or any part of the supporting data submitted 
by our office. 

We hope the above comments will be of help to you and if we can furnish 
additional information please do not hesitate to write or call us. 

Sincerely yours, 
WALTER PLANGMAN, Manager. 


Exumisrr 1.— Deviations 
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CoLoraDo, NEw MEXICO, AND WYOMING 


MOouNTAIN STATES INSPECTION Bureav, 
Denver, Colo., August 26, 1959 


We acknowledge receipt of your letter of August 20 together with Copy of 
exhibit setting forth the information with respect to deviations and/or inde 
pendent filings which we furnished you from time to time. . 

We have checked the information pertaining to our three States and fing that 
there are corrections in order as follows: 

In Wyoming the number of deviations filed in 1958 should be 54 instead of Bl: 
for Colorado the “Dollar amount for fire, extended coverage, and allied lines 
(including homeowners) premiums written by companies under independent 
and/or deviated filings—1958” should be corrected to $3,784,441.87. This figuy 
is arrived at from the information chart furnished you with our letter ¢ 
July 28 computed as follows: 


Premiums written at deviations and/or independent filings—1958 


Colorado: 
Fire_-_-.----------------------------- p----nnanan-a--00---- $906, 362.51 
nN ANRPE EO on cca cere ane ee aakaa ees 923, 189,99 
Wyoming: 
Fire_-_-_--~--------------------------------------------- - 122,010.8 
Ribeinl Ce Germs iat tis 6s S Sh hes eens Qennic 73, 826. 54 
New Mexico: 
Fire___..-------------------------------------------------- 497, 728, 19 
I GRIER gn ead eee ee 377, 754. 0 


to which was added the homeowners premiums written at deviations and/or 
independent filings—1958 





EN I ih a 2 eb docs eg a i ae $542, 719, 33 
YR Sk ek cece pn code aeee geese eae Sena ae TT, 687.0 
TAG TRO 8S nak ieee mtn sok igs daisasd tigi se Sale Sate ang oe 263, 214. 0 

PO ican nn ee eee ee Pi aii cs Sica a sl cis Ss oes 38, 784, 441.87 


In reviewing the data furnished your office we found in a few instances 
discrepancy in our calculations which were corrected with respect to the informa. 
tion requested in your letter of July 15 as it pertains to the years 1948 and 1%8 
on the basis of which we arrived at the correct figure of $3,784,441.87. 

It is now possible, if you so desire, to indicate in the last column of the exhibit 
the amounts for each of our three States. 

These are the only two corrections to be made on the exhibit pertaining to 
Colorado, Wyoming, and New Mexico. 


Yours very truly, 
H. M. MAck, Manager. 


Deviation and independent filings, Colorado, Wyoming, and New Mezico 

















Colorado Wyoming New Mexico 
| l 
Year | Deviation Deviation Deviation 
|) UR ie 5 Seen) SN fe ee ee 

| pendent | pendent | | pendent | 
| Rate | Form | | Rate | Form | Rate Form 
oe oa a 7 | — 7 > 7 > os --- = . en ee 

1945... 0 | 1 | 0 0 | 0 0 0 0| 
ees... 0 | 1 | 0 0 | 0 | 0 0 | d 
Gs 2c 0 | 1 | 0 0 0 0 0 0 0 
. —— 1] 5 | 0 11 | 15 0 11 | 1§ | 
1949__ 11 | 15 | 0 1] 15 0 11 | 5] Q 
ek... -.. 0 | 4 0 0 | 1 0 0 1 j 
ke 3 0 | 6 0 0 | 1 0 0 2 ! 
Wi oh cccck ee Pile ine eckselndsess Bhi tweak daca 6 |-----0---- 
1953_......| 2| 15 | 29 | 2 10 11 | 2 10 | K 
ae Ba 15 | BO 4h. savatcatesae ee 12 |--------~ 
1057_.....-| 29 13 16 |.....:--- 
1958_____- 5 | 31 55 | 4 15 39 | 10 16 ‘ 
a 4 | 35 67 4 | 19 32 | 11 | 24 8 

















1 Estimated. 
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_ 
Fire Deviated 
premiums premiums 
7 aie ofa 
: 7,072, 515. 02 
el #7, 31, 038. 38 
ini .| 8 388, 666. 49 
io?._| 11, 803, 896. 38 
ia .| 13, 171, 272. 39 
140. | 15, 891, 551. 52 ; 
95). | 17, 403, 917. 59 $31, 816. 49 
1961.-| 18, 921,329.59 | Sl, 226. 77 
iag2..| 20, 647. 833.92 | 114, 340. 29 | 
1993..| 19,715, 867.07 | 182, 053. 21 
iag4,_| 19,844, 696.26 | 33, 421. 62 
| 21, 442, 848. 30 | 457, 186. 47 
wag | 21,290, 326.60 | 617, 705. 18 
usr | 23,024, 244. 14 | 757, 732. 45 
| 22, 446, 111.38 | 951, 344. 49 | 
a ————— 


CONNECTICUT 


Net premiums 


fire 


, 072, 515. 02 
, 631, 
388, 6 
803, } 
171, 3 
891, 551. 52 
A790 


" 840, 102 
, 533, 493. 
, 532, 
9,811, 


, O85, 


i, 





274. 
661. 
, 672, 621. 
, 266, 511 
21, 494, 766. 


(SEE 


038. 38 | 


yountain States Inspection Bureau, Colorado 


Extended | 


CoV 


premiums 


| $518,7 | 
663, 729.05 | | 
| 899, 583. ! j 
| 1, 537, 512. 92 | 
2, 022, 015. 16 
2. 808, 000. 91 
| 3, 363,581.80 | $5, 426. 75 
| 4,615, 469.47 | 13,549. 41 
| 4,981, 243.40 | 50, 124. 48 
| 6,056, 440.56 | 66, 127.45 
| 7,101, 840.27 | 168, 248.15 | 
| 8, 121, 926.25 | 267, 662. 84 | 
9, 949, 942.29 | 520, 269.75 
10, 969, 364. 34 | 633, 457. 23 
|12, 229, 603.73 | 790, 676. 89 


, Wyoming, 


Extended | 
coverage 
deviated 


- | 
premiums | 
i 
| 


erage 











4771 


and New Mezico 
Net 
extended 
coverage 
premiums 


Home- 
| owners 


$518, 788. 
663, 729. 
899, 5R3, : 

1, 537, 512. 
022, 015. 
2, 808, 000. 
358, 155. 
601, 920. 
, 931, 118. 
5, 990, 


78 |-- 
05 |- 
54 |. 
92 | .. 
16 |. 
91 |. 
05 
06 
92 
li | 
2.12 | 
3. 41 
29, 672. 54 
ll 
, 926. 84 


|---- - 
| $401, 311. 01 

880, 390. 50 
1, 154, 065. 85 


ALso MASSACHUSETTS ) 


A. Deviations 


1, Number of deviations on file in— 


(a) 1945 or 1946 (prior to new rate law) 
(b) 1948 or first year after new law 


(ce) 1953 
(d) 1958 


in— 


(a) 1945 or 1946 (prior to new rate law) 
(b) 1948 or first year after new law 


(ec) 1953 
(d) 1958 


§ Number of member and subscribing companies in— 
(a) 1945 or 1946 (prior to new rate law). 
(b) 1948 or first year after new law. 


(ce) 1953. 
(d) 1958. 


Number of companies which have filed one or more deviations 


4, Number of hearings on deviations from filings of bureau at which bureau 
appeared (list year and number)— 
(a) On call of insurance department 


(b) 


i, List any such hearing 
counsel opposed approval of the deviation filings (give company, subject 


and date) 


North America Cos.: Subject—Installment premium endorsement. 


28, 1946. 


Government Employees Insurance Co.: Subject 
and allied lines. 
America Cos. 


for fire 
North 
propert 


ies. 


approved or denied) ? 


North A 


merica 


approved. 


Government Employees Insurance Co.: Deviation approved. 
North America Cos. : 


47932—60 


pt. 8 5 


At request of company 
(c) At request of bureau, 1957 


at which 


bureau, 


either by man 





July 1, 1957. 


a bi dint sicades ee 1 

12 

26 

shcceicdlinclaecatta tn alm 50 
Rule 

Rate orform 

oie None 2 

8 + 

14 10 

20 21 

» 


agement or through 


May 


25 percent rate deviation 


: Subject—Deviation from schedule for petroleum 


August 28, 1957 
§. In hearings where bureau was cumeiueil what was outcome (i.e., 


Petroleum properties. 


Cos.: Installment 


premium 


endorsement. 


was deviation 


Deviation 


Deviation denied. 











4772 THE INSURANCE INDUSTRY 


7. What action was taken either by deviator or bureau by way of 
nection with items listed in question 6? 

New England Fire Insurance Rating Association did not appeal the a 
proval of the North America’s deviation relative to installment premiy 
endorsement. ° 

Bureau did not appeal approval of Government Employees deviation 

North America Companies did not appeal denial of their deviation 
Petroleum properties. 


appeal in cop, 


OF 
J 


B. Independent filings 


1. Number of independent filings of which bureau has knowledge: 
(a@) 1945 or 1946 (prior to new rate law) 
(0) 1948 or first year after new law 


£0) eit bls Spe ei Hae e hs IG ee =k Se ee ll 
CORAM Ri as OE des lstidint. bib loalla lininhs holies dams ‘i 
2. Number of subscribing companies making one or more inde pende nt filings: 
(@) 1945 or 1946 (prior:to new rate law) _....--.=_..._ =... None 
C0) Spe. OF PEt PORT ALOE DOW. LBW er nr ee sire 6 
DO Nae circa natecianmien bigigiamnia aarp eile atin ee & ee 
06) TN a tlle ctilandinncsedes Ln ---~ ae ee 


DELAWARE AND PENNSYLVANIA 


MIDDLE DEPARTMENT ASSOCIATION OF FIRE UNDERWRITERS, 
Philadelphia, Pa., August 21, 1959. 

GENTLEMEN: This will acknowledge your August 17 letter enclosing copies of 
compilation relative to deviations and independeut filings. 

We have checked the data and total amounts as shown for Delaware and 
Pennsylvania, and it would appear that the data as set forth in the memorandy 
which we furnished on August 4 has probably made it difficult to arrive at ap 
accurate sulmmary for each State. 

Since assembling the original data, we have been able to develop additional 
information which will give the 1948 status as to deviations, direct filings, and 
premiums, and we are also now in a position to supply figures for 1958 for Pen. 
Sylvania which were not available when our previous compilation was made. 

The fact that in some instances companies have made both deviation and in- 
dependent filings probably resulted in a duplication in tabulating the total pre 
miums. A careful check of the data, using the 1958 figures and eliminating all 
duplications, gives the following results: 

As to Pennsylvania, deviations, under the heading of “Deviations filed for 
1948,” should be indicated as “None” and under “1958” the figure should be 
168. Under the heading of “Number of independent filings,” the figure for 1948 
should be shown as 11 and under “1958” the figure should be 80. Under the 
heading of “Number of hearings requested by bureau 1948 to date” should be 
“None” and under the heading of “Number of appeals by bureau 1948 to date” 
should be *“*None.” 

In connection with the “Dollar amount of premiums written” by companies 
making independent and deviation filings in 1948, the figure should be 1,822,688, 
and under the final column of “Dollar amount” the figure should be 56,311,083. 

As to the State of Delaware, “Deviations filed for 1948” should be shown as 
“None” and under “1958” the number should be 60. Under the heading of 
“Number of independent filings,” the figure for 1948 should be 9 and under “1958” 
should be 49. Under the hez ding of “Number of hearings requested by bureau 
1948 to date” should be “None” and under the heading of “Number of appeals by 
bureau to date” should be “None.” Under the “Dollar amount of premums 
written” by companies making independent and deviation filings in 1948, the 
amount should be shown as 99,473. Under the final column of “Dollar amount” 
the figure should be 995, 888, although it may be noted that this figure represents 
premiums written in 1957. 

The figure for 1958 covering premiums of deviating and direct filing companies 
in the State of Delaware should be available within the next 30 days. If this 
information is desired, we shall be glad to forward, although in our opinion the 
figures will probably differ very little from those of 1957. 
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If the original data we supplied is to be exhibited as supporting material, it 
would be our suggestion that the first page headed “Summary” be removed to 
revent any possible confusion with the data and corrected individual State 
totals as submitted herein. 

Very truly yours, 
CARLYLE H. Hr1, 
Executive Manager. 
DIsTRicT OF COLUMBIA 


INSURANCE RatiInG BureEAv oF THE DistRicr oF COLUMBIA, 
Washington, D.C. 

You have asked for information concerning various aspects on deviation filings 
approved by our department of insurance. 

Unfortunately, our files starting with the year 1948 to 1954 are rather incom- 
plete. If we attempted to develop the full information you request, in my 
opinion, weeks of effort would have to be devoted to the task. 

This we Can say : 


Number of deviations approved by District of Columbia Insurance Department 


1955. an ere ae a ee ee a a ee rw we = a es oe ee we ee se eee 86 
1956. aoe nee - — —- — - - - - - - - + ca <ctie te Sin ene — ao aud ens ans a es eee at — nanan on 98 
a naan 2 nnnannnn naan nena 
1998.-----------------------------------------------+------------------- 96 


In 1957, six companies had approved deviations from our homeowners’ policies, 
and the premium writings for these companies totaled $155,477.31. 

In 1958, 12 companies had approved deviations from our homeowners poli- 
des, and the premiutn writings for these companies totaled $118,057.79. 

Under our District of Columbia law there is no provision for “Independent 
flings,” nor is there any provision for “Hearings requested by bureau.” 

Itis the practice of our bureau to review requested deviations and express the 
bureau’s position to the insurance department. If memory serves me correctly, 
there have been only four or five occasions where the insurance department has 
denied a company’s request for deviation and such denials were based on the 
pureau’s statement to the insurance department that it could not administer 
the deviation under the manner in which the deviation was filed. 

We regret that we cannot give you more complete information at this time, 
but would be very pleased to try and answer any further questions you may 
have. 

Very truly yours, 
KENNETH R. UNDERWOOp, Manager. 


INSURANCE RATING BUREAU 
OF THE DISTRICT OF COLUMBIA, 
Washington, D.C., August 21, 1959. 
We have received your letter of August 17, 1959, together with two sheets en- 
tiled “Notes” and a large exhibit headed “Recapitulation of Data —”’, 
The information on the “Recapitulation Sheet” relative to the District of 
Columbia is correct, but we would like to comment on the $118,058 noted under 
the last column. This figure is intended to reflect the premium writings for 
the 12 companies which in 1958 had approved deviations on homeowners 
policies. 
You might be interested in the attached information which is supplementary 
todata already given to you. 
If we can be of any further assistance, please let us know. 
Very truly yours, 
KENNETH R. UNDERWOOD, Manager. 
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1958 Fire and allied lines (including Homeowners) deviating companies 





| Total District 


Total pre- | of Columbia | 
| miums for premiums for | 
| 1958 1958—ali 
; companies 
| 
epee _ : SRA RANSEES Eni es = 9a. ee 
American Druggists Insurance Co $5, 962. 35 


Government Employees Insurance Co 


, 28, 969. 50 
Lititz Mutual Insurance Co | 


20, 382. 76 


Harleysville Mutual Insurance Co 8, 661. 98 | 
Home Mutual Insurance Co. of Broome County, N.Y 7, 054. 42 | 
Security Mutual of New York None 


National Grange Mutual Insurance Co 403. 80 


| 71, 434. 81 $8, 024, 579. 02 


NotTE.—Only partial deviations, so premium figures cannot be here shown: Allstate 
Insurance Co, of North America, Nationwide Insurance Co., Reciprocal Exchange and V 
ance Co, 


FLoripaA (SEE ALSO ALABAMA) 


Summary of total premiums written 








| 
Year By | Fire | 
1948 | Deviating companies J $314. 354 | 
Independent filing companies_- 265, 439 
Total _- 
All companies - -- 
Ratio of total premiums written by deviating and independent | 
filing companies to premiums written by all companies } 
percent_- 3.) 
1957 | Deviating companies $9, 566, 884 
Independent filing companies-- 246, 376 
Total_. 260 | 
All companies ia 979 





Insurance Co, 


| 


a 


| Percent of 
total pre. 
Miums 
| Written by 
| deviating 
| COMpanies 


09 


| 


anguard Insuw. 


Extended 


Coverage 





103, 643 





$10, 156, 8 
229, 985 





10, 386, 8% 
27, 371 11 


Ratio of total premiums written by deviating and independent 
filing companies to premiums written by all companies 
percent__| 27.7 


Homeowners policies (old A, B, C program still effective) 
1955 


1. Number of deviation filings : | 
2. Number of independent filings-- as ; es 


3. Premiums written by companies having independent filings: 
(a) Insurance Co. of North America. - : i 
(6) Philadelphia Fire & Marine 
(c) Indemnity Insurance Co 


| $379, 125 
1 $7,042 | 





Total. : . P . 545, 101 
4. Homeowners premiums, all companies 4 . a a 





5. Ratio of 3 to 4._---- ‘ a aa jnteel -percent__| 10.8 | 


ae 


11956, Ist year available. 
2 1957, latest year available. 


a9 
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$107, 514 
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229, 985 
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Total companies deviating and/or having independent filings, 1948-59 


Year: Year—Continued 
1948 _ ween He ee ee een ee oem 12 ik ecb een  dienticessemen 58 
BD caw enna ane en enna 22 a a oe ee 7 
1 ae 31 Fin eee ek i Mkede 94 
9961__..--------------~--.-- 38 Ree ae bis cle shih onan oaths 116 
RE an cnet cneneneenenatesiosamni 41 TOG. bs As hse 106 
I csincaeiincrsindseanneieh a ad 46 FOG incah ween tlanaemiaeee 119 


Companies filing annual renewal and premium payment plans are not reflected 


in above totals. 
GEORGIA (SEE ALSO ALABAMA) 


Summary of total premiums written 





1948 
a a i i tac Sc a iE ee ie a a a a Sinaia Stabe 
Fire | Extended 
coverage 
Deviating companies. ----.---------- : Seana naan he, Be $137, 232 $31, 153 
Independent filing companies adieca ce setneweceesnswecce =< sews] ose Jancnepbcodcsunnseeum 
Totel....-----------------------.-.-.-- ee Pre 137, 232 
All companies - - .-------------------- itt det aeerea mn ons nea waa dance ~---| _ 20, 610, 995 | 





Ratio of total premiums written by deviating and independent filing com- 











panies to premiums written by all companies----- _.....-.(percent) 0.7 0.8 
1957 
ae | 
Deviating companies oa n-ne no +++ ---------- inion ai-aicin cay dives lana Saha ade : | $4, 935, 867 | $1, 378, 185 
Independent filing companies--.------- wR alid abi lai ay bee aicles aged 2, 715, 347 | 830, 480 
EEE ia saaiwe ana bnnrnpowasnnnane= darian n= ==-----------------0-- 2, 208, 665 
ID cacnccc ew nedenpesensacensecnsscanuss-- sear etaieaid ga wetal 9, 769, 447 
Ratio of total premiums written by deviating and independent filing com- | 
panies to premiums written by all companies-.----......------- (percent) __| 21.6 | 22.6 


Homeowners’ policies (new program effective Nov. 17, 1958) 





1955 | 1958 

. San li te ce I ee gee eB teieg 

|, Number deviation filings ; ag ea le | 0 2 

2. Number independent filings | 3 3 

i. Premiums written by companies having independent filings: | 

(a) Insurance Co. of North America Uitidecddie. boas ose] 1 $225, 021 | 2 $484 518 

(6) Philadelphia Fire & Marine ; aa ARO NE cal 1 148, 733 | 2 207, 595 

(ce) Indemnity Insurance Co-- Zo Be 1 69,111 | 2 137, 505 

| Senby pensiee a 

7ee)....... ‘ = of 432, 865 | 829, 618 

4 Homeowners’ premiums, all companies. _- | 12,457, 925 2 3, 064, 479 

5, Ratio of (3) to (4) (percent) oa é 17.6 | 27.1 
| | 





11956, first year available. 
11957, latest year available. 


Georgia Inspection and Rating Bureau, June 1, 1959 





























Treas! ra So 
1949 | 1950 | 1951 | 1952 | 1953 | 1954 | 1955 | 1956 | 1957 
| | | . ie is 
bis ' ft don Bie werga | TF 
Number of deviating NI a oi cts casera coco 25 23} 31) 3 34; 40 43, 61) 68 
Number of companies with independent fil- | 
ES 20. ret OS Bu Le A Ph ilweee lng 7 9 10 | 16 25 
Number of members and subscribing companies: 
Ein caccetita tains saesbanriamentsenarcmnnalihdee cemurensst erect Ollie Tels meee 228 
a a a a 263 
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IDAHO 


State Farm Fire & Casualty Co.—This company has an approved deviation jp 
the amount of 15 percent from bureau rates for risks in the dwelling clags, N 
hearing was requested in connection with this deviation (1953). ™ 
United Pacific Insurance Co.—This company has in effect an independent tabl 
type schedule of rates to be used in connection with the writing of package-t ; 
dwelling policies entitled UniPac policy. No hearing was requested in connectig 
with this deviation (1959). ' 
MISCELLANEOUS 


Believing that there is no relative importance, insofar as this discussion ix 
concerned, to deviations which are no longer in existence, a discussion of the 
same is not made a part hereof. Due to mergers, failures, or withdrawals from 
the State, a number of companies which had deviations, at one time, no longer 
exist in Idaho. A number of companies filed deviation on school business for 
a short period in anticipation of a rate reduction and withdrew them immediately 
after reduction. A number were permitted to expire and/or they were Withdrawy 
and the department of insurance disapproved a number as a departmental fine 
tion because of lack of supporting information and/or poor financial condition, 
In order that the report may be complete, however, the companies involved jj 
this manner are listed below: 


American Automobile Insurance Co. New England Insurance Co, 
Anchor Casualty Co. New Zealand Insurance Co. 
Bankers & Shippers Insurance Co. Northern Assurance Co., Ltd. 


Janadian Fire Insurance Co. Northern Insurance Co. of New York 
Citizens Fund Mutual Fire Insurance Northwestern National Insurance (p, 
Continental Casualty Insurance Co. Ohio Farmers Indemnity Co. 
Farmers Alliance Mutual Insurance Co. Ohio Farmers Insurance Co. 
Farmers Mutual of Enumclaw Philadelphia Fire & Marine Insurance 
Federal Insurance Co. Co. 

Fire & Casualty Co. of Connecticut South British Insurance Co. 

First National Insurance Co. South Carolina Insurance Co. 
General Insurance Co. of America Springfield Fire & Marine Insurance (vy, 
Guarantee Insurance Co. Temperance Insurance Exchange 
Industrial Indemnity Co. Transportation Insurance Co. 
Inland Empire Insurance Co. United Benefit Fire Insurance Co, 
London Assurance Corp. United States Fire Insurance Co. 
Manhattan Fire & Marine Insurance Washington Fire & Marine Insurance 
Michigan Fire & Marine Insurance Co. Co. 

National Farmers Union Property & Western Fire Insurance Co. 


Casualty Co. Western Pacific Insurance Co. 
CONCLUSIONS 


An analysis of the material contained in this report provides the following 
information: 

1. Of the 244 members and subscribers 64.3 percent have not filed deviations of 
any kind. 

2. Of the 244 members and subscribers 35.7 percent have filed and received 
approval of 1 or more deviations. 

3. There are 58 deviations from rules and forms in effect at this time. Of this 
total 40 companies have 1 deviation ; 7 companies have 2 deviations, and 1 company 
has 4 deviations—so that the number of companies deviating in this respect 
is 48. 

4. There are 10 companies which have deviations from bureau rules in the 
form of independently filed rules and/or rules provided by another rating 
bureau. 

5. There are 18 companies which have combination form, rule, and rate 
deviations. 

6. There are nine companies which have deviations in the form of independently 
filed tariffs or schedules or for which rate filings are made by another rating 
bureau. 

7. There are 14 companies which have deviations in the form of percentage 
which are deductible from bureau rates. 
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@ The total number of deviations in effect is 109 for the 87 deviating 


:, ies. 

com eviation filings by years were as follows: 

pa..-.------------ A ie i 2 ieee Pe ee - 
ie ==-=--——--- 6) Sia cicero 3 | 3980... 24 
ee Sle {eee : 
isl. iain dioes Se re 18 


10. In the past 3% years 73.4 percent of deviations have been filed and 
Ee the 109 deviations only 1 resulted in a hearing. 

12. The one hearing resulted in approval of the filing. 

13, No hearings were appealed. ; 

14. The bureau a not brought about undue delays through the medium of 

i nd appeals. 
i tecenu has been cooperative with its members and subscribers and 
the insurance department. 2 

Premiums reported to the bureau for the year 1958 for assessment purposes 
gre employed to give the following information ; en a 

1, The percentage of total premium represented by all deviating companies is 
00.9 percent. : ; ; ie 
9 The percentage of total premium represented by companies with deviations 
in rate is 15.9 percent. ’ y ; 

3 The percentage of total premium represented by companies which deviate 
mly as to rules and forms, excluding companies which deviate as to rate, is 
45 percent. sit on 

(1) There were 10 deviations from bureau rules and § deviations from bureau 
rates, making a total of 18 deviations in effect in Idaho in 1948. 

(2) There were 90 deviations and/or independent filings in effect in 1958. 

(3) Premium writings under deviations and/or independent filings for the year 
{M8 in Idaho were $240,218.99. 

Premium writings for nondeviating companies for the year 1948 in Idaho were 
$5,494,950.89. 

Total fire and allied lines premiums for all companies in Idaho in 1948 was 
$5,735,169.88. 

(4) Premium writings under deviations and/or independent filings for the year 
1%8in Idaho were $5,478,267.10." 

Premium writings for nondeviating companies for the year 1958 in Idaho were 
$3,747,410.96. 

Total fire and allied lines premiums for all companies in Idaho in 1958 were 
§9,225,678.06. 

(5) 1957 premiums for homeowners policies for Idaho for companies deviating 
and/or writing under independent filings were $141,023.98. 

1%7 premiums for homeowners policies for Idaho for nondeviating companies 
$332,741.92, making a total of Idaho homeowners 1957 premium of $473,765.90. 

1%8 premiums for homeowners’ policies for Idaho for companies deviating 
and/or writing under independent filings were $227,936.43. 

198 premiums for homeowners policies for Idaho for nondeviating companies 
were $377,005.07, making a total of Idaho homeowners 1958 premium of 
$604,941.50. 

If the dollar amounts requested in items 3 and 4 were to be deviated premiums 
adjusted to bureau rates, the answers are not contained in the above. 

Deviations vary in amounts from 10 to 25 percent and also vary by classes 
and there is no way to determine, without special information from all companies 
concerned, the amount of adjustment. 





‘Premium writings of companies having deviations in forms and/or from rules were 
$048,165.07 and premium writings for companies having deviations under independent 


amon percentages from bureau rates were $1,430,102.03, making a total of 
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ILLINOIS INSPECTION BUREAU, 
Chicago, Ill., June 12, 1959. 
pe deviation and independent filings. 
The following data is submitted as requested in your letter of May 28, 1959. 
We have no record of independent filings made by our members and subscribers 
w the figures shown for 1(b) are estimates, as suggested. 























1. 

a - _ Pa ee | ae ao | <The i i — l een 

1944 | 1945 | 1946 | 1947 | 1948 | 1949 | 1950 | 1951 1952 1953 | 1954 1955 1956 1957 | 1958 
———— | i, i Vig ae . im een ee : 
f) 10 | 10 10 12 16 14 | 15 57 70 | 94) 146 139 152 152 160 
| 10; 10; 10) 10} 10} 11] 23] 23] 25 |} 25] 28] 45) 47) 62 55 

i ' ' 
_—_ tt a 
9 
Premiums at | Premiums at Premiums at | Premiums at 
Year bureau deviated Year bureau deviated 
rates rates rates | rates 
...--- $26, 802, 978 $409, 618 || 1952. ...-...-..-.-- $62, 120, 415 | $987, 456 
5...-- 28, 649, 1 499, 258 || 1953___.__-- ....--| 63, 267, 664 | 1, 777, 511 
16... ; 37, 176, 5L BE See at Wtec ec desc | 66, 800, 281 | 1, 686, 110 
of... - 43, 257, 3% 659, 818 |} 1955_._._. acovece) “OR OER SS] 2, 838, 332 
148 ea 50, 259, 766 662, 656 || 1956__-...-- saa 80, 030, 424 3, 118, 936 
19... : 738, 412 || 1957__..-- ‘ -----| 84,298, 694 3, 573, 153 
ie, .....- ee. re | 82, 106, 515 4, 188, 042 
a 986, 602 
! 








9. Hearings at which Illinois Inspection Bureau appeared. 

(a) (1) Deviation filings : two in 1951; (2) independent filings : none. 

(b) Both hearings on (a) (1) requested by bureau. 

(c) Hearing No. 1 was held on August 28, 1951; hearing No. 2 was held on 
November 26, 1951. 

(d) Filing on which hearing No. 1 was held was disapproved by department, 
August 31, 1951. Filing on which hearing No. 2 was held was approved May 
21, 1952. 

(e) Noappeals on decision of department. 

(f) No appeals on decision of department. 

(9) Noappeals on decision of department. 

(h) Noappeals on decision of department. 

We trust this gives you the information desired. 

Yours very truly, 
R. O. MATSON, 
Acting Manager. 
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ILLINOIS INSPECTION Bureat, 
Chicago, Ill., June 16, 1959 
Re deviation and independent filings. : 
Supplementing our letter of June 12, 1959, the other than homeowners pre 
miums and homeowners premiums separately for 1955 to 1958 inclusive are as 
follows: ; 


Premiums at | Premiums 
bureau rates deviated rary 





1955: 
Other than homeowners : at Shas icheon $65, 673, 342 $2, 830, say 
Homeowners ae ; , 3, 309, 546 7m 
Total___- eae eee eames Se aee aes ic _...-| 68, 982, 888 2, R38. 
1956: a 
Other than homeowners. --- ser eo 4 ----| 72, 570, 879 2, 983, a4 
Homeowners. - ‘ --| 7, 459, 545 135, 0% 
NR Ae 32 SN eke aa 80, 030, 424 3, 118. a 
——— 
1957: 
Other than homeowners. -- - sihventbup ina Mdatowes | 75, 148, 
Homeowners - - -- Seeddabdddasadednedatedn sethawedn isan hs aa 9, 150, 
Ed i Ee cite een se eeNeadandes einen i 84, 298, 6¢ 
1958: 
Other than homeowners. ---- sah cetams shige ptetdnn scum eidion 69, 999, 325 3, 794, 251 
BIGMROO WINS oo 5 ise cnc cnc nc ccccccemcesestideccddsaessensnsecccsdscees 12, 107, 190 393, 791 
Totes. .<3- Sins lh Bhs ecco rnp i ta etn ela Ta Te ee 82,106,515 | 4, 188, 49 





Yours very truly, 
R. O. Matson, 
Acting Manager, 
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Cook CouNTY INSPECTION Bureau, 
Chicago, June 12, 1959. 

This is in response to your letter of May 28, 1959, in which you requested 
certain information concerning deviations and independent filings. 

1(a): See attached exhibit No. 1, listing the number of deviation filings of 
members and subscriber companies. 

1(b): It is impossible for us to estimate the number of independent filings 
inasmuch as we are not informed of such filings in most instances. ; 

2: See exhibit No. 2 which lists premiums written by our member and subgerjp. 
er companies and our estimate of homeowners premiums written under inde 
pendent filings. We are unable to secure more detailed information concernip 
premiums written under independent filings since the annual statements filed 
with the department of insurance do not segregate premiums in this manner ang 
in addition, we are not aware of all such filings. 

3(a) : Hearings: 

(1) The number of hearings on deviation filings during this period was 
two. 
(2) We have no information about hearings on independent filings, 

3(b): The Cook County Inspection Bureau requested both hearings on ge. 
viation filings. 
Insurance Co. of North America 


3 (ce), (d), (e), (f), (g): To fully answer these questions concerning the 
hearing involving the Insurance Co. of North America, we are attaching a copy 
of a summary of litigation (exhibit No. 3). 


United Benefit Fire Insurance Co. 


(c): Hearing was held on November 26, 1951, after considerable correspond. 
ence and conferences. The bureau requested a hearing in June 1951. 

(d): The decision of the Illinois Department of Insurance was to allow the 
deviation filing. 

Nore.—We are aware that the Illinois Department of Insurance has 
disapproved filings on occasion without a formal hearing, but we have no 
actual information regarding these instances. In most situations of this 
type the department permits the filing company to withdraw such a filing, 

(e) : No appeal was taken. 

(f) and (g) : Not applicable. 

(h) : The deviation in this case was, in our opinion, not in accordance with the 
facts. This company was in poor financial condition throughout its existence 
as explained in more detail on the attached exhibit No. 4. In October 1953 
the company was sold to new owners and in March 1954 the deviation filing was 
withdrawn at the request of the company. 

In discussing the availablity of further information concerning independent 
filings with the Illinois Department of Insurancce, we have been advised that at 
the present time it would be almost impossible to secure this information from 
their files. 

We hope that the foregoing will be of some assistance to you and if you require 
any additional information, please let us know. 

Yours very truly, 


E. F. Reske, Manager. 
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INDIANA RATING Bureau, 


Indianapolis, June 12, 1959 
Re deviation and independent filings, Indiana. 


Your letter of May 28, 1959, for some reason was not received here unti 
June 8. 

Some of the information requested is not obtainable, but we will do the best 
we can from the available records and will supplement that with estimates 
taken from memoranda and our recollection. 

Gur premium reports, which include deviation information, are only kept 
for 5 years; therefore, 1954 through 1958 are all we can give you. 


DATA REQUESTED 


1(a@): The deviation information for the years 1944 to 1958, inclusive, wij 
be found in the attached tabulation. 

1(0): See tabulation of independent or direct filings attached. 

that this information is largely based on memoranda and memory. 
2: The tabulation of premiums written by nondeviating companies is shown 
together with premiums developed by deviating companies, for comparison, 
You will find a tabulation for fire and extended coverage, and for homeowners 
separately, for the years 1954 to 1958, inclusive. 

Premiums based on independent filings are ordinarily not reported to the 
bureau. There is an exception in the case of Insurance Co. of North America 
and its affiliate, Philadelphia Fire & Marine Insurance Co. 
reported as follows: 


Please note 


We list the premiums 


Insurance Co. of North America : 


1954, dwelling fire and extended coverage____------____---_____ $464, 784 
1955, dwelling fire and extended coverage____~----------_-_____ 540, 021 
1956, dwelling fire and extended coverage___________---__-_____ 495, 937 
1957, dwelling fire and extended coverage_________---_---____.. 488 771 
1958, dwelling fire and extended coverage_____------_---____-___ * 509, 232 


1 Includes Philadelphia F. & M. 


Philadelphia Fire & Marine Insurance Co. : 


1954, dwelling fire and extended coverage____-_-_---------_--.- $117, 174 
1955, dwelling fire and extended coverage____---_---------~-_-- 125, 716 
1956, dwelling fire and extended coverage______-_-----------~_-- 106, 950 
1957, dwelling fire and extended coverage_____~-__-_---_--_---- 98, 341 


1958, see above. Both companies merged at end of 1957. 


3(a) to (h) inclusive. The Indiana Rating Bureau has never called for a 
hearing in connection with a filed deviation or an independent filing. We have 
no record or recollection of any hearings called by the insurance department or 
a member or subscribing company. We have no record of any litigation based 
on the insurance department’s disapproval of a filing, or any record of the time 
required by the department to review filings of this kind. We feel certain that 
the department has disapproved only a very few deviations or independent 
filings. 

Yours very truly, 
H. J. Evsourn, Manager. 
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Iowa INSPECTION Bureau, 
Des Moines, Iowa, June 5, 1959 


~ 


Re deviations and independent filings. 


In response to your letter of May 28, we have put together the data yoy re 
quested and are submitting to you as exhibits 1, 2, and 3 corresponding With 
the numbered paragraphs in your letter. 

As sources of information in compiling these data, we have made use of our 
own records and the annual reports of the Insurance Department of Iowa ang 
we believe the assembled data to be reasonably accurate. 

During the period 1944, 1945, 1946, and until October 1, 1947, the bureay Oper. 
ated in an advisory capacity. Under the then existing insurance laws, rate filings 
were not required. Upon the passage and adoption of the present rate laws 
October 1, 1947, the bureau became a licensed rating organization and made jts 
first filings in behalf of its members and subscribers on January 1, 1948, Audit. 
ing of daily reports, endorsements, and canceled policies was officially starte 
April 11, 1949. As a consequence, the data submitted covers the years 194 
through 1958. 

We trust the information as submitted will meet your needs in developing yoyr 
analysis, but if more is needed we will do our best to be helpful. ‘ 

Yours very truly, 


GEO. WHITMER, Manager, 





EXHIBIT 3 
3. HEARINGS BEFORE INSURANCE DEPARTMENT 
(a), (b), (ec), (d), (e), (f), (9), (h): During the years 1944 to 1958, inclusive 


no hearings requested by bureau or department on deviation or independent | 
filings. 
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KANSAS INSPECTION Burgau 
Topeka, Kans., June 5, 1959 
Deviation and independent filings. 

We have your letter of May 28 requesting certain data in regard to the above 
and we attach hereto a list showing number of deviations and independent 
filings for fire and allied lines for the years 1944 to 1958, inclusive. We would 
point out that prior to the passage of the current insurance rating law, which 
became effective October 1, 1947, our statutes did not require Kansas mutual 
companies nor reciprocal companies of any class to file rates with the insurance 
commissioner, either individually or through our office. However, there were 
a number of such companies that did subscribe to our office, using our rates 
with certain deviations which they filed with the department as a matter ¢ 
courtesy. The number of deviations for the years 1944 to 1947, inclusive, are 
estimates from information available in our office and from the Kansag Ingyy. 
ance Department. From 1948 on, when all classes of companies had to fije 
either direct or through the bureau, we have kept records and the information 
furnished is on the basis of those records. We would point out that there arp 
a number of independent filings by casualty companies, also by the stock cop. 
pany and mutual company casualty bureaus, of forms and rates for Writing 
certain casualty coverages to attach to fire policies, and the list attached hereto 
does not include any such casualty independent filings. The list does not sep. 
arate the independent filings that have been made due to the fact that there 
have been, according to advices by the insurance commissioner's office, only two 
or three independent filings on fire and allied lines that have been approved 
by that department and which are now in effect that have been made since 1951, 
when the laws were amended to permit multiple-line writing, which became 
effective July 1, 1951, in Kansas. 

We also attach hereto a table showing the premiums for fire and extendeg 
coverage for all business except homeowners, and also additional columns for 
the homeowners’ premiums, for the years 1944 to 1958, inclusive. In connection 
with these premium reports, we would point out that for the years 1944 to 
1950, inclusive, the premiums are estimated, based upon the annual reports as 
published by the Kansas Insurance Department and which have been adjusted, 
taking into account experience of the later years on which we have data avail. 
able in our office. Also, in regard to homeowners’ policies that may have been 
written prior to 1955, these were not reported separately prior to that date, 
and the bureau did not have a filing for homeowners until March 1955. There 
were several companies which were members or subscribers of the Multiple Peril 
Insurance Rating Organization that had an independent filing prior to March 
1955. These companies were also members or subscribers of our office, and 
when the homeowners’ plan was adopted in Kansas the independent filing for 
the members or subscribers of the MPIRO group was withdrawn. For your 
information, we are enclosing a copy of the annual report for 1957 as published 
by the insurance commissioner of Kansas, which may be of some value to you 
in connection with the matter under consideration. 

In regard to hearings before the insurance department, we can advise that 
there have been no hearings before the department in accordance with the laws 
since 1944 as the matters that have been presented to the department have 
been negotiated to a conclusion without the need for having a hearing. None 
of our member or subscribing companies have requested a hearing, and our 
bureau has not requested a hearing on any of the deviations that have been 
presented to the department for approval. 

We hope that the information included herein is that desired. If we may 
be of any further assistance, please advise. 

Yours very truly, 
L. A. MaGiiy, Manager. 
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KENTUCKY INSPECTION Burgav, 
Louisville, Ky., June 5, 1959 
Deviation and independent filings ‘ 

I enclose the information requested in your letter of May 28, which has been 
prepared to the best of our ability. 

Records in the insurance department, except for the last few years, do not 
exist and even our records are not as complete as I should like to haye them 
for this investigation. 

During the 45 years that I have been manager of this bureau, every filing | 
have made has been sent by registered mail, return receipt requested, although 
now Iam using certified mail. 

It is my practice, prior to making a filing, to carefully estimate the effect of 
the proposed filing and, also prior to filing, I discuss the subject with the de 
partment of insurance either in this office or at Frankfort. Therefore, theg 
discussions are actually hearings, although informal. Sometimes the actyg) 
filing is delayed for days or even weeks, while I work out details with the de 
partment. With few exceptions, our filings are approved because they are war. 
ranted, although, occasionally modifications are made at the request of the 
department. 

Naturally, neither the department nor this office has a record of these discys. 
sions, other than an occasional letter or two asking for or furnishing additiona) 
information. 

While the law requires deviation filings to be made each year, the department 
has been lax in this when the filing was a minor form change and has allowed 
the original filing to continue. 

Regardless of what the records may fail to show, the Kentucky Insurance De. 
partment has critically reviewed every filing we have ever made. In plain 
English, they have always been tough. 

If there is any additional information which you may desire, I shall try to 
get it. 

Yours sincerely, 
G. H. Parker, Manager, 
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LAW OFFICES OF LEMLE & KELLEHER, 
New Orleans, July 29, 1959. 
In further reference to yours of July 15, I have now had an opportunity to 
confer with our bureau manager, Kenneth McIntosh, and wish to advise that 
there have been no appeals by the bureau from adverse decisions of the ingy,. 
ance commissioner, and the bureau has not requested any hearings since 194 
The Louisiana commissioner, at first, entertained doubt that the homeowner, 
policies could be written. He raised questions based upon the indivisible pm 
mium features of the cover. However, since 1956 homeowner’s policies have 
been written with commission approval. The schedule showing the premiums 
at deviated or independent rates includes premiums from such policies, but the 
figures are not separately available for homeowner's premiums at deviated ang 
individual rates and at bureau rates. 
Yours very truly, 
LEMLE & KELLEHER, 
Cart J. SCHUMACHER, Jr. 


Recapitulation—Premiums written by bureau companies at deviated or 
independent rates 


Col. 1 (Col. 2) (Col. 3) (Col. 4) 

_ - — ‘ eatin en —_ 
Total premium all | Premium at deviated or | Premium in part at deyi. 
bureau companies | independent rates ! ated or independent rates: 

Year ic Wt ae ne 0S wwe a Lg ad ee 

Amount Percent Amount Percent Amount | Percent 
1944____ $15, 516, 886. 04 100 $37, 809. 76 0. 242 | 
1945_- 16, 416, 669. 98 100 69, 345. 02 422 
1946... 23, 213, 648. 73 100 | 144, 226. 99 621 | sia 
1947 27, 974, 120. 91 100 159, 499. 91 570 |_. nee 
1948 __- : 24, 617, 168. 92 100 156, 653. 62 Gti Lz % 
1949 27, 797, 351. 23 100 414, 932. 95 1. 491 
1950 30, 252, 758. 82 100 462, 025. 40 , ae Antes an nas ae 
1951- a _| 36, 116,390. 11 100 541, 252.18 1. 499 $309, 651. 28 0.857 
1952 2 34, 862, 199. 72 100 550, 315. 54 1. 579 250, 738. 96 719 
1953 36, 332, 143. 58 100 536, 487. 83 1. 477 386, 834. 62 1. 065 
1954 43, 102, 824. 78 100 658, 963. 12 1. 529 734, 793. 33 1.705 
1955 39, 962, 564. 17 100 669, 255. 09 1. 674 1, 237, 333.81 | 3.10 
1956 40, 058, 713. 75 100 1, 013, 727. 98 2. 531 1, 324, 466. 21 | 3. 306 
1957 42, 219, 437. 25 100 1, 672, 425. 16 3. 961 1, 391, 216. 33 | 3.205 
1958 43, 922, 505. 38 100 2, 562, 811. 37 5.835 | 2, 187, 541. 84 | 4.9%) 





1 Col. 3 entries are the aggregate premiums of all bureau companies writing all business at deviated rates, 
plus the deviated rate portion of premiums for those companies writing partly at deviated rates and partly 
at tariff under filings which permit ready determination of the deviated portion. For example of the latter 
case, this column will include the fire premiums only of a company deviating for fire but using tariff rates 
for allied lines. Col. 3 entries do not include any part of the totals entered in col. 4. 

2 Col. 4 entries are the aggregate premiums of all bureau companies writing partially at deviated rates 
and partly at tariff under filings which do not permit determination of the deviated portion, For example, 
the total premiums of a company deviating only on the dwelling class cannot be separated from bureau 
records into so much at deviated rates and so much at tariff rates. The total premium at deviated rates, 
therefore, would be the sum of col. 3 entries plus some portion not ascertinable from bureau records of col 
4entries. Col. 4 entries do not include any part of the totals entered in col 3 


MAINE (SEE ALSO MASSACHUSETTS) 


A. Deviations 
1. Number of deviations on file in— 


(a) 1945 or 1946 (prior to new rate law) -----------~--~--------- None 

(bd) 1948 or ist year-after new-law =. .== === .<-.<-...i...-ccccoe 3 
a aaa a cos sa cs nao caer oc gi 7 

AE i ccs ca ek sce ei ae 51 

2. Number of companies which have filed one or more devia- Rule 
tions in— Rate or form 

(a) 1945 or 1946 (prior to new rate law) __--------- None None 

(b) 1948 or 1st year after new law__-_____-__----_- 2 1 

I ceeds ahethidaciicsastl daha Thnk hashes anmninensbiensin 2 J 

OR i acehssstncisichicihaneeunainhlbctesninctclesitsteiniciaaaeaeiaaia 7 2 
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9, Number of member and subscribing companies in— 
*" (a) 1945 or 1946 (prior to new rate law). (See attached.) 
(b) 1945 or Ist year after new law. (See attached.) 
(c) 1953. (See attached.) 
(ad) 1958. (See attached.) 
4, Number of hearings on deviations from filings of Bureau at which 
pureau appeared (list year and number) : 


(a) On call of insurance department_-__-_-~--------------------- None 
SEE, SOONG GE CORED meter ocenm aceonmmenmayennan ey meranepearetionnns None 
SE LORDONS OC DUTORT Wg .-cn geen ponerenaeenemenewnneneit None 


B. Independent filings 


1, Number of independent filings of which bureau has knowledge— 


aeeen or 1046) (prior to new rate law)... 052022 None 
nee Or 1st year after ew law... ncn ecn 1 
fe) 19063... eee ean so Sed eedckened win icas arte ee oben 11 
(d) 1958 eae Se eettia orth ipoccteay Ble ceaeenle eae at 


9 Number of subscribing companies making one or more independent 
filings— 


(a) 1945 or 1946 (prior to new rate law) -----_--__---_-_---___- None 
aes OF 18 year diver Hew mw. t,o fo ee 1 
I rank et Ae es ee ke ee ee eee 4 
a a ci harass cba ry os cide se gee ce ees a 10 


MARYLAND 


MARYLAND FIRE UNDERWRITERS RATING BUREAU, 
Baltimore, Md., August 19, 1959. 
GENTLEMEN: Our doublecheck of the Maryland data, which you requested in 
your letter of August 17, indicates that the premiums appearing in the extreme 
righthand column should be $4,235,488 instead of $4,235,483. This minor differ- 
ence is obviously due to an inadvertent transposition of the last two figures. 
In view of your statement that the data furnished by us will be submitted as 
additional support it seems advisable to call attention to the fact that the 
Maryland premiums you have recorded in the second column from the right are 
for the year 1950. Unfortunately, we were unable to furnish premium figures 
prior to 1950. 
Except as noted above, the Maryland data shown on the recapitulation ex- 
hibit is correct. 
We are returning herewith one copy of this exhibit on which we have made 
notations in red with respect to the foregoing comments. 
Very truly yours, 
R. W. NEAL, Executive Manager. 


MARYLAND FIRE UNDERWRITERS RATING BUREAU, 
Baltimore, Md., July 15, 1959. 

GENTLEMEN: We have for acknowledgment and reply your letter of July 13. 

Answers to your points of inquiry, based on the information available to us, 
shall be given in the order in which the queries have been presented. 

In 148 there were 20 approved fire and allied lines rate deviations in this 
jurisdiction as compared to 35 similar approved rate deviations in 1958. Inde- 
pendent filings of rule, rates, and coverage did not exceed a half dozen in 1948: 
however, in 1958 to the best of our knowledge 40 independent filings were out- 
standing as approved filings. It is necessary for us to add that the count with 
respect to independent filings may not be 100 percent accurate inasmuch as we 
teeive no formal notification from the insurance department of their approval 
fasubmission which they accept as an independent filing. 

Incidentally your use of the phraseology “deviations and/or independent fil- 
ings” prompts us to point out that under Maryland rate regulatory laws devia- 
ions are restricted to rate deviations only. 

Deviations on rules or forms of the bureau are not permitted. 
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The fire and allied lines premiums of members and subscribers of this bureay 
totaled $26,381,323 in 1950 (earliest year figures available) of which $1,945 494 
was written at varying percentage deviations from bureau rates. In 1958 fire 
and allied lines premiums totaled $37,556,973 of which $3,882,979 was Writtey 
on the basis of deviated rates. 

Filing of homeowners policies rules and rates was originally made by this 
bureau in 1955 and was approved to become effective June 3, 1955. Therefore 
we are Setting forth the first full calendar-year premiums for 1956. F 

For the year 1956 homeowners premiums totaled $2,337,759 with respect to 
which we have no record of any applicable approved rate deviation. In 1952 
homeowners premiums totaled $4,610,366 of which $352,459 was written on the 
basis of approved rate deviations. 

It is our sincere hope that the foregoing information will be found helpful 
with respect to your present and future endeavors. 

Yours very truly, 
R. W. NEAL, Executive Manager. 


MASSACHUSETTS 


New ENGLAND Fire INSURANCE RATING ASSOCIATION, 
Boston, Mass., August 20, 1959, 
As requested in your letter of August 17, 1959, we have carefully checked 
the recapitulation of the data relative to deviations and independent filings jp 
the States under the jurisdiction of this association, namely, Connecticut, Maine, 
Massachusetts, Vermont, and Rhode Island, and find that the information jg 
correct for all States with the exception of a slight discrepancy in Massachusetts, 
In the columns captioned “Number of Hearings Requested by Bureau 1948 to 
Date” and “Number of Hearings Where Bureau Prevailed or Filing Withdrawn" 
the figure 2 should be changed to 3. The number of cases coincides with the 
information contained in the report marked “Exhibit B” which accompanied our 
letter to you dated June 11, 1959. The first case was the special builders’ risk 
endorsement filed by the Aetna Insurance Co,; the next was the filing by the In- 
surance Co. of North America of the installment premium endorsement, and the 
third was the filing by the Lexington Insurance Co. for church properties. 
Two corrected copies of the compilation are enclosed. 
Very truly yours, 
B. M. Hermes, Frecutive Manager. 


A. Deviations 


1. Number of deviations on file in— 


(a) 1945 or 1946 (prior to new rate law) ..----.-.-_......-..... None 
(O)} 2066 or first: year Aicer ew 14... 5... eee 3 
Oi Di ss eo ee a wencee theca p coe ine ssa eee 11 
ET RO ce cee ac ai reentrant taka aR 40 
2. Number of companies which have filed one or more deviations 

in— Rule 
Rate or form 

(a) 1945 or 1946 (prior to new rate law) ----------------- None None 
(d), 1948 or first year after new law: .........-s—-.—-. 4+... 2 1 
i tl a a el ee ed a Ee ene 4 6 
OBEY ea iia ec a ee ae a eek anemtnenien 12 


3. Number of member and subscribing companies in— 
(a) 1945 or 1946 (prior to new ratelaw). (See3 attached.) 
(b) 1948 or first year after new law. (See 3 attached.) 
(c) 1953. (See 3 attached.) 
(d) 1958. (See 3 attached.) 
4. Number of hearings on deviations from filings of bureau at which bu- 
reau appeared (list year and number) : 


(a) On call of insurance department_____.---------------------- None 
(¥) -At request of company, .1960..__...._.....-~-,--------=--<n< 1 
(c) At request of bureau, 1900... + eee 2 
(2) At Voquent of Berek, 1906. ono nc eeseenee 1 
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5, List any such hearing at which bureau, either by management or through 
* eounsel, opposed approval of the deviation filings (give company, subject, 
and date). 
Aetna Insurance Co.: Subject—Special builders risk endorsement. 
Hearing held March 10, 1950. 
Insurance Co. of North America: Subject—Installment payment of pre- 
miums. Hearing held April 13, 1950. 
Liberty Mutual Insurance Cos.: Subject—NEFIRA Manual, Rule No. 52, 
premiums, payment of. Hearing held April 12-13, 1950. 
Lexington Insurance Co.: Subject—Deviation from rates, rules, and 
forms relating to church properties. Hearing held January 16, 1959. 
¢, In hearing where bureau was opposed, what was outcome (i.e., was deviation 
| approved or denied) ? 
Aetna Insurance Co.: Special risk endorsement. Deviation denied. 
Insurance Co. of North America: Installment payment of premiums. 
Deviation denied. 
Liberty Mutual Insurance Cos.: Premiums, payment of. Deviation de- 
nied. : 
Lexington Insurance Co.: Deviation church properties. Company with- 
drew petition of deviation. Massachusetts Insurance Division issued 
an order March 2, 1959, dismissing the application for deviation and the 
proceedings relative thereto. 
7, What action was taken by either deviator or bureau by way of appeal in 


connection with items listed under question 6? 
Aetna Insurance Co.: Did not appeal denial of deviations. 
Insurance Co. of North America: Appealed to Massachusetts Supreme 
Court. 
Liberty Mutual Insurance Co. : Appealed to Massachusetts Supreme Court. 
B. Independent filings 
1, Number of independent filings of which bureau has knowledge— 
(a) 1945 or 1946 (prior to new rate law) ~-_-__-_-_-__--___--___- None 
()), 1948 or Ist year after. new law. ..255.....22ee ee 5 
BI I a os en sm ses ip ap ns aso ean mS cas cane ein aes Rane 21 
DY ROO ie veces fle ts lines cco lena ae ann cibipk een 45 
2, Number of subscribing companies making one or more independent 
filings— 
(a) 1945 or 1346 (prior to néw rate IswW).=<.2. 26... None 
(6) 1948 or ist your’ atter NeW 16s Aes 53 ace 2 
ED Ee ecg a ae aces ee cette eee ade asia da eehen cs cpa aed anad 7 
fey 3006... indundnc anata cdninbaand ease a eee 18 
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PXHIBIT 3 


HEARINGS 


(a) Only one hearing has been held in this State. This hearing was with 
reference to a deviation filing for homeowners policies. It involved four com- 
panies, three in one group and one separate company. 

(b) The hearing was ordered by the department of insurance due to the 
failure of the Inland Marine Rating Bureau to waive a hearing on the deviation. 

(ce) The hearing was held on August 26, 1957, and was in two sessions: one 
from 10 a.m. to 12 a.m. for the three group companies, and the other from 2 p.m. 
to 3:30 p.m. for the separate company. This bureau and the Inland Marine 
Rating Bureau as cooperative filers for homeowners policies, were represented 
at this hearing. 

(d) The decision of the department was for the approval of the deviation 
filing. : 

(e) There was no appeal from the decision of the department. 

(f) Not applicable. 

(g) Not applicable. 

(h) We would not question the decision of the department in this hearing, 
the objection to the filing having been raised by another rating organization. 


Nore.—From our information, while the department of insurance has on oc- 
casions delayed approval of deviation or independent filings awaiting receipt 
of requested clarifying or supplemental information, they have eventually dis- 
approved only a very few of those submitted. 
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FIRE UNDERWRITERS INSPECTION BUREAU, 
MINNEsorA, NorrH Daxora, SourH Daxora, 
Minneapolis, Minn., August 21, 1959. 
Minnesota, North Dakota, and South Dakota. 


We have had an opportunity to review the “exhibit” attached to your letter 
of August 20, and, insofar as Minnesota, North Dakota, and South Dakota are 
concerned, the material used is accurate and no corrections need be made. 

Yours very truly, 


M. B. Ryon, Manager. 


FIRE UNDERWRITERS INSPECTION BUREAU, 
MINNESOTA, NortH Daxora, Sout Daxora, 
Minneapolis, Minn., June 11, 1959. 
yinnesota, North Dakota and South Dakota deviation and independent filings. 


The information enclosed, as requested in your letter of May 28, is “actual 
count,” insofar as our records are concerned. However, we have little informa- 
tion to pass along to you regarding “independent filings.” The insurance depart- 
ments were in no position to give us a count of the “independent filings,” but 
we know there have been many, especially in connection with the “package 
policies.” The many deviations and direct filings accepted and approved by our 
three insurance departments (Minnesota, North Dakota, and South Dakota) in- 
dicate that this bureau, as well as the department, has without unnecessary 
delay processed the proposed filings of our member and subscriber companies, 
although there have been instances where the companies have not furnished 
or supplied the department with necessary statistics or information which would 
permit final action by the insurance departments. 


DATA 


1. (a) Exhibits A, B, C, covering the States of Minnesota, North Dakota, and 
South Dakota, indicate the list of deviation filings of our member and subscribing 
companies as taken from our files for the years 1944-58, inclusive. 

(b) We have little information regarding independent filings except in a few 
instances in Minnesota where companies must have all contracts; that is, fire and 
allied lines, audited. In the three States we do have direct filings of the factory 
wutuals, mill mutuals, and tristate mutuals (Minnesota). 

The Farmers Mutual Automobile Insurance Co., Madison, Wis., has a dwelling 
direct filing in North Dakota and a direct filing in Minnesota and South Dakota, 
but, beeause the business must be audited, they are subscribers to the bureau in 
these two States. 

The Allstate Insurance Co. has what they consider direct filings in the 
three States, but in Minnesota and South Dakota the business is audited and 
they belong to the bureau as a subscriber. 

We have four companies that have called their commercial property (package 
plicy) contracts filed as direct, but, because of auditing in Minnesota and 
South Dakota, they are subscribers to the bureau. 

The Insurance Co. of North America and the Philadelphia Fire & Marine have 
a direct dwelling filing in the State of North Dakota and have their direct or 
independent dwelling filings in Minnesota and South Dakota but continue as 
subscribers in ‘these two States because of auditing requirements. These two 
companies have independent filings of their homeowners contracts in three States, 
and, in addition, have six deviation filings in the three States, which indicates 
the departments have not handled them too roughly. The two companies are 
revising their homeowners filing in Minnesota, which is held up by the depart- 
ment because the North America Cos. have not satisfied the department as to 
how the homeowners contracts will be audited. 
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There are, of course, many “independent filings” covering special items jp 

nection with the casualty and marine portions of the package policies whig, ar 
: e | 

not checked by our auditors because the added coverages do not pertain to the | year 1 


Cop. } 


fire and allied lines portion of the policy. | Al 
Our filing of the premium payment plans in 1951 reduced the many deviati a 
filings as indicated in the exhibits. oT Al 
2. The attached exhibits D, E, and F cover the States of Minnesota, North | As 
Dakota, and South Dakota, respectively, showing separately the premiums Written = 
at bureau rates as well as premiums written by the deviators and independent Cs 
filers. These fivures are authentic. Ca 
3. (a) We have had but two hearings, both with the Minnesota Insurance De ' Ce 
partment (none in North Dakota or South Dakota): (1) In 1953 and 1954: (2) EI 
none on inde: endent filings. ‘i Fé 
(b) The two filings referred to above were discussed with the Minnesota Jp. rt 
surance Department and this bureau did not waive our hearing privilege » z 
that the Minnesota department called for the hearing. mM In 
(c) There was no unreasonable delay in the hearings, and when we all go - 
together the matter was discussed in less than one-half day. Ly 
(d) The decision of the department was in our (bureau) favor. M 
(e) No appeal taken. a 
(f) The Minnesota Insurance Department did have the Farmers Mutual of a 
Madison, Wis., appeal to the courts because of the department’s ruling of a diroe Or 
filing, but the matter later was adjusted out of court. - 
(g) No. So 
(h) As a bureau we were satisfied with the outcome of all hearings with the | Se 
Minnesota department (no hearings with the North Dakota and South Dakoty | St 
departments). St 
Yours very truly, : U1 
M.B.Ryox, Manager, | 
MISSISSIPPI | 
Misstssippr STATE RATING Brrear, | : 

Jackson, Miss., August 21, 1959, r 
GENTLEMEN: As requested in your letter of August 17, we have received your m 

colpilation of information on the insurance industry (as relates to Mississippi) 

which is proposed for use in support of the testimony of Mr. Herd before the 
Senate Antitrust and Monopoly Subcommittee. 41 


We confirm correctness of the information shown with respect to Mississippi, In 
with the following exception: In the right-hand column, entitled “Dollar amount 
of fire, extended coverage and allied lines premiums written by companies under 
independent and/or deviation filings—1958,” you have shown no amount but 


have indicated reference to footnote No. 1. Actually, it appears the amount Tr 
$3,214,453, as reported to you in our letter of July 8, 1959, a copy of which is D 


attached, should be shown. 
We are attaching hereto detailed information in substantiation of the number 
of companies deviating in 1948 and in 1958, along with a detail of the premiums 


developed by these companies. } 
Since our manager, Mr. F. Julian Carroll, to whom your letter was addressed, 
is out of the office for a period of several days, we are taking the liberty of writing 
you in his absence, 
Yours very truly, In a 
J. F. BARKSDALE, eovera 
Assistant Manager. $13.34 
deviat 
Using | 
Dur 
Writte 
| this a 
of $21, 


, tr 
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in con. } Deviating companies ; ; 
ich are 7 1958: Deviated premiums 
to the | Yea Alstate Insurance Oo_---...--.----~.---------~-~.-._..-- 30, 148 
memenn Druggists.__..-- ~~ - is ene meweennene 20, 354 
Viation American Fire & Casualty AL <kae tema tetn SaaS ee, 17, 045 
memmemes Co. Of Amerien. . 21-2) 4 oie n sewn nnn v7, O44 
North Badger Mutual_------- hn os ee ew ct oi te seinen 218, 352 
Vritten Cambridge Mutual__----~- Senseo neat tent k ip Sharmin o04, 451 
endent | SE ENTINOON NS IU os kei dl kd Ses 42, 378 
} Commercial WUNRROPIING Saks Oe See is es) 5 Beds Bee od) he SO, 245 
ce De | ee mucunl Ousualty 222. 120s sac 109, 638 
4: (2) Farmers & Merchants___- Oe ee Se eee ee ema meee ems 143, 180 
Fire & Casualty petrenee (Ge ail) so ee yh 137, 804 
ota In. Government PENRO IO in abd afi tt eS ee ee 2, 343 
ege, w | Implement Domlers Muttial.- eco. 22. sic esti nn hel Sd eg tdi csichiee ial 194, 362 
ls Se eee 2 = Seen se - 103, 329 
all got | NNN chess as SAE AS er cara, me eens Stee 281, 522 
Mount Joy Mutual a in cs ls sch em a i dna es ams sae eo el cs Ai - 715, 152 
TEE (ROOD INIT MNss  M ss oe I De ees. Sata g 175, 778 
Pennsylvania Mutual Underwriters_________ MS Birch, Satie, 75, 222 
tual of Perkiomen Nee aR Ss SE i cet es i 74, 134 
| direct Quincy Mutual i at a a ine ie es ald Ee ren En See ai tahoe 242, 957 
I cdl dd svacidlns inishctancoanceahadebemonamemiammetibintamesiaaie 65, 262 
NE ER URON ON gc gt Fa oon nen ec nles kae mtiat ag 1, 791 
ith the Southern Farm Bureau_-_ Sees Si nates eee _ No premiums 
Dakots State Farm Fire & Casualty ; ictevinmtncetateats 314, 832 
State Auto Mutual____- fa a sistema nacmcerex AO) SORT NURRIN 
Union Mutual a ‘i ann i sag ns mln ian Jom mem emee 203, 632 
(i (ff | ee — 
| Total le net oem its ne de can daiadiad iaieCemuiiiecn cao 3, 214, 453 
toon | Total premiums 1958__......._._.-______- Science 24, 557, 277 
1909, * ° ; : 2 We i792 
TN a ies cid asics wb cad ed ce dee a ee 3, 214, 453 
“l your — ' canons 
ssippi) Nondeviated premiums____-_________- spon keen eaera sie 21, 342, 824 
ore the ———— — — 
American Druggists__.________- iota possi ers cea 5, 684 


siSsippi, 


Implement Dealers awe 
amount 


hata sid 106, 517 





S under Total__.____- hy a seen cee ; 112, 201 
Int but <anaualasanyTanEaNpSeunanonapatnneeennereeen 
amount Total premiums 1948___ Citic Seiad eerie wikia 13, 342, 885 
‘hich is I PINRO 2 i os an chal scat tty cle eciadla ea saroase esse 112, 201 
number Cree SWOMNNUING. ..6 kee ees eo . 13, 230, 684 
pmiums 
lressed, 
writing MISSISSIPPI STATE RATING BUREAU, 
Jackson, Miss., July 8, 1959. 
In answer to your letter of July 1 the total dollar value of fire and extended 

coverage premiums written through bureau companies in the year 1948 was 

Mager, 


$13,342,885. Of this amount, $112,201 was derived from companies writing at 
deviated rates and the balance, namely, $13,230,684 was written by companies not 
Wing deviated rates. 

During the year 1958, the total premiums for fire and extended coverage 
written by all of our member and subscribing companies was $24,557,277. Of 
this amount $3,214,453 was written by deviating companies and the remainder 
of $21,342,824 was written by companies not deviating. 
|  Itrust this is the information desired. 

Yours very truly, 


See 
a 


F. JULIAN CARROLL, 
Manager. 
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I am also enclosing several letters from public officials and insureds Which 
indicate that this bureau is performing a public service beyond the actual makin 
of rates, which service would not be available if insurance were put op, 
strictly competitive basis and all rating and engineering service now performed by 
the several rating bureaus discontinued. . 


DEVIATIONS AND INDEPENDENT FILINGS 


Regarding the filing of deviations by our member and subscribing COMpanies 
this bureau has never called for a hearing in connection with such filings nor 
have we objected to any deviation filings unless they involved some violation of 
the rating statutes. We are enclosing a list of the deviations filed for the yeay 
1957, 1958, 1959, and while deviations have been filed for the 1959-60 fiscal yeg 
they have not yet been acted on by the commission. However, none of these 
deviations for the years 1957 through 1960 were objected to by this bureau, : 

On the matter of independent filings by companies, our rating law ig not the 
so-called all-industry pattern and it has not been interpreted as permitting 
filings by individual member and subscribing companies. 

This bureau makes filings of rates rules and forms on behalf of all member 
and subscribing companies and such filings must be adhered to by all companies 
The statutes permit deviations in “rates” but do not permit deviations in forms or 
rules and we have therefore been a party to objections where individual filings 
were attempted in violation of the statutes. 


ee 


eT 
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Missourr INSPECTION Burgav 
St. Louis, Mo., June it: 1959 
Re Deviation and independent filings. , 
Replying to your letter of May 28 under the above caption, we wish to giye 
information as to various data items set forth in your letter as follows: ” 
1. The Missouri Fire Rating Act contains no deviation section and accor 
filings as made individually by companies are independent filings. The Misgoy,; 
Fire Rating Act also makes no provision for separating companies which el S 
to use the services of the bureau for the purpose of maintaining their oni 
rating record and all companies so electing in Missouri are termed “subscribers” 
The following tabulation of independent filings is given as requested for tj 
period 1944 to 1958 and you will note it is divided into two columns; one betas 
independent fire and extended cover rate filings and the other column ote 
independent filings in connection with fire policies. This tabulation covers 
broad range of subjects primarily endorsements providing coverage for one 0 
more casualty perils. The “Other independent filings” count was supplieq . 
the Missouri Audit Bureau on the basis of information furnished to that ems 
by the State insurance department and may not be fully complete. We mig); 
add in making this count we have included as one filing each of the independent 
filings made by the National Bureau of Casualty Underwriters for their membe 
companies which according to our information consists of approximately 13) 
companies. 


dingly 


























a — 
| Independent Independent | 
fire and ex- Other inde- | fire and ex- | Other ind 
| tended cover pendent tended cover pendent” 
endorsed filings | endorsed filings 
rate filings | rate filings 
| 
0 0 Sa ee 1 
0 eee. 2 coke cs 1 . 
0 OF B08 scccsescwnsuenass 5 134 
0 Gree i= edeectacaee 2 12 
0 iE Gacueentaabuaated 8 215 
0 Ot ae case 2 8 
0 Ee en bib iidbaminingmas 9 178 
0 BOO ft Uo liccnesankecnaonwe | 2 110 
2. Homeowners policy has not been approved for use in Missouri. We are 


giving below the total fire and extended coverage endorsement premiums by years 
showing in the first fire column premiums developed from Bureau fire rates and 
second fire column written developed by independently filed rates. Correspond- 
ing separation is made for extended coverage. 


























Fire Extended coverage 
Year Written Written Written Written 

premiums, premiums, premiums, premiums, 

bureau independ- bureau independ- 

rates ent filings rates ent filings 

| 

WG inn cca pw cue ugarsadess ese sbsvtaccandades $16, 772, 695 $9, 403 $3, 855, 784 $686 
Rs ccc ccnnn Send bbnbadcececesnccaqncnnieweenss 18, 986, 336 23, 427 4, 708, 304 70 
De vctkctonbabiucithabatneddusanestaitechbedwass 24, 898, 467 26, 379 6, 567, 278 7 
UE octcnGashteaciesbosasacbascccseduscdeuaames 27, 982, 037 28, 910 7, 235, 833 919 
Picantucksitionnctascadcness peep salnolinndome 30, 658, 229 29, 126 8, 089, 348 852 
BR oi ack enn ienddnesetnewawenekwaweaweant 32, 533, 042 43, 378 9, 094, 713 4, 962 
ca al a Si laa 34, 367, 035 155, 461 9, 952. 086 45, 244 
Pi vnkdnsnk$tuticthetasbénepesszvenseseneseunen 39, 875, 958 290, 791 11, 645, 203 109, 884 
bn ncess chiens sanbubapcb dees cbabiponasese 40, 115, 115 337, 515 14, 730, 920 130, 494 
ES Se a ee 39, 880, 980 640, 571 15, 131, 322 259, 521 
co icckoackewed <becnancebapsnctesasctaeegege 43, 202, 019 864, 699 16, 607, 231 360, 729 
i cok neueebineelclcbatcsusosnadenpeen 43, 167, 887 1, 136, 291 19, 191, 721 503, 134 
DEL. jchasdegshthumbebstvedtdocingcbabapenesapeue 40, 785, 770 1, 513, 227 21, 414, 980 744, 259 
cinch voces Roast benkuponsburecscapoubaenens 41, 888, 378 1, 886, 858 22, 281, 909 1, 227, 989 





xniseccnetictaetstcansameeaeti acess iiaastieaneasinacinmrgenipesimitimiiiipm 


3. (a) to (h) inclusive. This bureau has requested no hearings of independent 
filings and the insurance department has not requested our appearance in con- 


nection with any hearing on independent filings. 


If we can be of any further service, please advise. 


Yours very truly, 


R. J. ANDERSON, General Manager. 


es 
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Note 1.—Our files have very little information regarding independent 
and premiums on such are not reported to us, in most cases. The Only inds 
pendent filing of homeowners, of which we have knowledge, is that of the No 
America Companies. Premiums for these companies reported to the iemeent 
department for the years 1957 and 1958, are shown in a separate column head 
“Independent Filings, Homeowners.” Figures prior to 1957 were not Available 

8. (a) One hearing on deviation filing, year 1953. No hearings on independen 
filings to our knowledge. t 

(b) Requested by insurance department. 

(c) Required approximately 2 months. 

(d) Decision of department against approval of filing. 

(e) No appeal. 
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NEw HAMPSHIRE BoarD OF UNDERWRITERS 
Concord, N.H., September 4, 1959 
Re Senate Antitrust Monopoly Subcommittee. ; 

GENTLEMEN: I have reviewed the material which is attached to your letter of 
August 17 and in view of my delay in answering this letter I have algo had | 
opportunity to study testimony of Mr. Herd before the Senate committee jp | 
which he used this material. 

To answer your question, I reviewed the information as it applies to New 
Hampshire and find it to be entirely correct. 

It is also gratifying to note that this material was used appropriately py 
several individuals and groups at the Senate antitrust meetings and seryeg 
valuable purpose of presenting the rating organization’s side of the probley, 

Cordially yours, 


' 
| 





A. C. Hupson, Secretary, 





New HAMPSHIRE Boarp or UNDERWRITERS, 
Concord, N.H., July 8, 1959. 
Re New Hampshire deviations and independent filings. 

As requested the following information has been developed to indicate trend 
in deviations and independent filings as prevailing in New Hampshire. Exhipjs 
A indicates record of deviation and independent filings for the years 1945 t) 
date. 

In indicating the number of deviations and independent filings we have referreg 
to such filings on the basis of company groups and not individual companies, 

The third section referring to special filings includes those filed by cop. 
panies who are partial subscribers to our board for specified classes of property, 

This section would include special filings as developed directly with the 
insurance department such as the North America Companies and Allstate filing 
of dwelling classes 009, 011, 019, and 029. 

The Lumber Mutual Fire Insurance Co. has filed a woodworking and lumber. 
yard schedule independently even though this company is a partial subscriber 
for all other classes of property. 

Exhibit B indicates record of premium reported by member and subscriber 
companies for the years 1945 to 1958, inclusive. 

You will note that information is not available relative to specific premium 
obtained from deviating companies on basis of rate for the years 1945 and 1946, 

Totals as developed for comparative purposes, however, are limited to the | 
years 1947 to 1958, inclusive. 

This table is developed to indicate total premiums as reported by all con- 
panies including those operated on the basis of deviations or as partial sub 
scribers and a record of net regular premiums is developed by reducing the 
total premiums reported by the premiums involved in the deviation filings. 

Column 3 refers to a partial subscriber which has developed independent fi- 
ing for dwelling classes but has not developed a deviation in rate levels for this 
class up to the present time. 

Premiums do not include premiums reported for mill property written by the 
Lumber Mutual Fire Insurance Co. for woodworking plants and lumber. The 
report of premiums written by this company are limited to classes other than 
woodworking property under which this company is affiliated as a partial sub 
scriber. 

Premiums do not include Allstate Insurance Co. in view of the fact that this 
company filed rates for dwelling classes only, direct with the Insurance Depart 
ment on October 21, 1955, became a partial subscriber to our board for all 
classes except the dwelling class on June 25, 1958, and filed a 15 percent down 
ward deviation for the fire and allied lines rates of our board for all classes to 
which they are a subscriber to our organization with an effective date of April 
21, 1959. No record of dwelling premiums or indicated premiums for other 
classes of property written by this company as a partial subscriber has as yet 
been forthcoming. 

It is noted in reviewing premiums indicated in table B that the average total 
premium for the 12 years is for an amount of $10,304,071 which would have 
been for an amount of $10,668,378 if the indicated rate deviations had not been 
in effect. 


| 
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This table of average total premiums would make it appear that total 


miums as reported were reduced by approximately 3.4 percent due to existing 
deviations. 


HEARINGS 


Since the organization of State supervision in 1948 there has been no Officia} 
hearings before the insurance department in connection with deviations or in- 
dependent filings. 


ASSESSMENT BASIS 


Assessments are developed on the basis of premiums written—grosgs premiums 


| 
| 


less return premiums and premiums on policies not taken. Assessments for pgp. | 


tial subscribers are developed to allow justified credit for those services which are 
not required due to exclusion of certain classes of premium. 
Very truly yours, 


A. C. Hopson, Secretary, 


THE Fire INSURANCE RATING ORGANIZATION OF NEW JERSEY, 
Newark, N.J., August 21, 1959, 

In accordance with your letter of August 17, we have doublechecked the 
information pertaining to the State of New Jersey and we have found this tp 
be correct and in accordance with the material originally compiled. 

We have no further comments to make and we are returning two copies of 
the material which you sent us. We assume from your letter that you also 
wish an additional copy of the supporting data originally furnished you. This 
also is enclosed. 

Please do not hesitate to write us if there is any other information you desire. 

Sincerely yours, 
S. Gace LewIs, General Manager, 


We believe that this material is self-explanatory, but we also wish to acquaint 
you with our personal views in connection with the Merchants Indemnity 
Corp. hearing. 

It is of interest to note that this is the only hearing wnich, to the best of our 
knowledge, has ever been held in connection with the operations of this orgaui- 
gation. We feel that our request for this hearing was justified because of the 
fact that this company was a subsidiary of the Merchants Fire Assurance Corp. 
and, as such, reinsured all of its business 100 percent in the parent company, 
receiving in return 20 percent of this portfolio as its proportion of the business. 
It did not seem equitable for two companies of the same group to be selling 
the same product at different prices and at the same time paying a different rate 
of commission for the business. Furthermore, the Merchants Indemnity Corp. 
had never engaged in the fire insurance business in New Jersey and it had no 
experience itself on which to base its application for a deviation. 

It was for these reasons that we sincerely felt that this application should 
be contested. 

We believe also that you may be aware of the situation that exists in New 
Jersey, which is somewhat different than that of other States. 

In New Jersey, while it is possible for a company to either be a member of 
a rating organization or file its own rates, a company may not deviate by class 
of insurance. Consequently, some of the independent companies that wish to 
be a subscriber to our services only for certain classes and exclude the resi- 
dential classes, were not permitted to do so. 

Any deviation which is approved for a member or subscriber company of this 
organization must be one applying across the board to all of the rates and 
minimum premiums promulgated by our organization. 

We have attempted to give you as much information as possible on this 
subject, but if there is anything else that you wish to know, we hope that you 
will feel free to call on us. 

Yours very truly, 


S. Gace Lewis, General Manager. 
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New York 


New YorK Frere INSURANCE RATING ORGANIZATION, 
New York, N.Y., August 21, 1959. 


GENTLEMEN: As per your request of August 17 regarding compilation of 

jnformation on the insurance industry, we have enclosed a sheet showing 
ns. 

_—. understand that we cannot guarantee the exact number of independent 

flings, inasmuch as we are not advised of the independent filings. Our count 

at the end of 1958 shows 186, of which 123 pertains to homeowners. 

The dollar amounts are for companies with deviation filings only and does not 
jpclude those with independent filings of which we have no record. 

However, we can report that Allstate wrote a total of 1,005,344 fire and allied 
lines and $839,523 in homeowners in 1958 for which they do not subscribe to 
the New York Fire Insurance Rating Organization. 

We can also report that the Insurance Co. of North America wrote 1,380,232 
in dwelling business in 1958 for which they do not subscribe to the New York 
Fire Insurance Rating Organization. No record of homeowners written. 

Very truly yours, 
Pau. B. GUENTHER. 
Deviations Summary 


ee 





Rate deviations Form deviations 
Written 
Year premiums Total 
Mem- Sub- (fire and Mem- Sub- 
bers scribers extended bers scribers 
coverage 
endorsement) 
0 8 $885, 832 0 0 8 
0 8 1, 109, 709 6 1 15 
0 8 1, 262, 611 6 1 15 
0 9 1, 190, 047 6 2 17 
0 8 1, 499, 751 6 3 17 
0 9 2, 186, 156 9 8 26 
1 13 2, 483, 091 68 23 105 
1 16 3, 221, 614 40 9 66 
1 17 4, 123, 560 47 ll 76 
1 16 4, 445, 503 15 16 48 
1 19 4, 705, 454 21 25 66 
1 22 5, 474, 235 27 30 20 
1 24 5, 995, 208 24 31 80 
1 23 7, 506, 106 23 29 76 
8 TD Niscdicccanctne 298 189 695 
1 new rate deviation and 4 new form deviations pending June 1, 1959 
Requested 
Hearings Company Deviation eee oe ee ee ae 
(year) 
By— Date 
1946. ...... Insurance Co. of North Amer- | Installment plan._| Department-_| Feb. 6,1946 | Yes. 
ica. 
ee Empire Mutual Insurance Co_| Rate deviation.._..| NYFIRO-...| Jan. 13,1955 | No. 
1955....... oe Mutual Fire In- |__--- PR peek NYFIRO._..-| Feb. 2,1955 | No. 
ance Co. 
deities Government Employees In- |_..-- i nceccmanae NYFIRO..__| July 17,1956 | Yes. 
surance Co. 
ti sacton Allstate Insurance Co___....._}_..-. i sasidiaicwtibe NYFIRO..._| Jaly 2,1958 | Yes. 
eltsacca Mutual Insurance Co. of |.-.-- ee 8 ee eee Pending, 


Hartford. 
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TasLE II.—North Carolina summary of independent filings 


jE FEEEEEEEEEEEEEET DEES UEEEEEEEEEEEEEE GEEEEEEEEEEEE Eee 





Number Number Number Number Number dis- 
Number of | adopted by | rejected by appealed approved approved 
Year filings governing governing to commis- | or modified | by commis- 
: board board sioner by commis- sioner 








! 
sioner 





1] filing withdrawn. 
3] filing withdrawn after appeal to commissioner. | 
+] deviation filing made directly to commissioner who disapproved on ground that statutes did not 
ide for procedure. 
ie eisioner must still act on filing approved by board of governors. . 
‘Commissioner disapproved filing appealed to commissioner under procedure where governing board, 
takes no action for 90 days. 


NortH CAROLINA FIRE INSURANCE RATING BUREAU, 
Raleigh, N.C., August 21, 1959. 

GENTLEMEN : Thank you for your letter of August 17, 1959, together with three 
copies of the compilation of information which is to be used in support of the 
testimony of Mr. Herd before the Senate Antitrust and Monopoly Subcommittee. 

We have checked the data which applies to North Carolina and find that the 
information you have shown is consistent with our records except in the case of 
your columns headed “Number of Hearings Requested by Bureau 1948 To Date” 
and “Number of Hearings Where Bureau Prevailed or Filing Withdrawn.” We 
are enclosing an exhibit entitled “Tabulation of Rate Deviation Filings” which 
we believe you will find helpful in recalculating the information in those two 
elumns. According to our count, based on the information in this exhibit, the 
bureau has requested 23 hearings from 1948 to date. Of these, the commissioner 
of insurance has approved 15, disapproved 4, and modified 4. 

Please bear in mind that bureau requests for rehearing in some of these cases 
were not for the purpose of opposing the deviations but rather to seek further 
information. Where our inquiries produced pertinent facts which we thought 
were favorable enough to justify the deviation, we entered no opposition. You 
will find that the enclosed exhibit indicates in each instance whether or not we 
opposed an application and whether or not we requested the hearing. 

We are also enclosing three documents showing the deviated premiums on 
automobile physical damage insurance, the deviated premiums on fire and allied 
lines insurance and the deviated premiums on all lines combined for North 
Carolina for the period 1946 through 1957. 

We hope this is the information you desire; however, if we can be of further 
assistance to you, we shall be glad to do so. 

Very truly yours, 


W.S. Bizzett, Manager. 


NorTH CAROLINA FIRE INSURANCE RATING BUREAU, 
Raleigh, N.C., June 5, 1959. 

This is in reply to your letter of May 26. The following information developed 
from the bureau files is submitted in response to your request. 

There is attached a summary of rate deviation filings in North Carolina. 
These are given for each year since the creation of the bureau in 1945. No 
figures are shown for 1959 because the year is not yet concluded and the annual 
consideration of the majority of deviation filings has not yet taken place. You 
will observe that there has been a steady increase both in the number of devia- 
tion filings submitted and the number of companies which filed such deviations. 
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From 4 deviations in 1945 and 2 in 1946, the number has increased to 2 ip 
1958. You will note that of the 183 filings made for the period the burea; 
opposed 32 of them. Of the 183 filings, the commissioner approved 146, ey 
fied 17 and disapproved 14. Please note the statement on the bottom of thy 
attachment calling attention to the fact that this bureau has never appealeg to 
the courts from any rate deviation which was approved by the commissioner ¢ 
insurance after a public hearing. 

Also attached are three tabulations of deviated premiums compared to total 
premiums. One is for fire and allied lines, one for automobile physica] damage | 
and one for all lines combined. In connection with the latter, you will obge 
that in 1957, 6.2 percent of the premiums was written on a deviated basis ~ 
compares with 2.4 percent for 1946. The amount and percentage of deviated 
premiums for fire and allied lines shows a decrease from 1954. Directly and 
indirectly, this seems to be attributable to the poor loss experience of companies 
in North Carolina during this period which includes the years in which severe | 
hurricanes struck North Carolina. Because of poor experience renewal of Tate 
deviations were not approved by the commissioner. 

Also attached to this letter is a tabulation showing in detail information rm 
garding rate deviations for the period indicated. Information contained on theg 
sheets includes filing dates, hearing dates, who requested the hearing, whether 
or not the bureau opposed and the reasons therefor and the action of the com. 
missioner on each filing so far as can be determined from the bureau records 

The bureau has not been responsible for any extended delays in consideration 
of deviated filings. Since management is not authorized to pass on matters of 
this kind, and since the executive committee meets only once each month and 
the governing board less frequently, there have been some unavoidable delays, 
pen delays have been caused by the legal requirement for notice of public 

earing. 

As the term is generally used, there are no independent filings effective jp 
North Carolina. Attached is a summary of such fire and allied lines filings as 
shown in the bureau records. Those which were approved by the commissioner 
of insurance were made available for the use of any bureau member who desired 
to use them. 

I trust this is the desired information. 





Sincerely, 
W. S. Brzzx.1, Manager. 
Summary of rate deviation filings 
Number of | Number of| Number | Number | Number 
Year deviation | companies | opposed not op- approved 
filings filing by bureau posed by com- 
missioner 
eee See 4 3 0 4 3 
OMS...w.c--~ edt 2 2 0 2 2 
DONT csiiiedeuiosace 3 3 0 3 3 
WIR i oeterenneeet 6 5 0 6 6 } 
renee 5 5 0 5 5 
Beeee ended 10 9 1 9 10 
Bncndevnunammcr 8 7 0 8 8 
afi: teieascinseedl ll 9 0 ll ll 
i eiiscnccast naa 15 13 0 13 ll 
=a 23 14 0 23 20 
is aistusitaciaieioms 25 19 5 18 23 
ta 125 19 10 15 12 
sake canna 119 13 4 14 14 
Si tiiccecik cscksanereccincens 227 15 12 13 18 
cs ca ic descecnnweloneesadaedhfeaoed skcnnas ban adaccinimabepswseusneka(itenmie tensa 
‘Tiel... 183 136 32 144 146 





11 deviation withdrawn by company. 
22 deviations withdrawn by company. 
2 1959 deviation filings are not shown because most applications are yet to be filed for this year. 


Nore.—This bureau has never appealed to the courts from any rate deviation approved by the commis- 
sioner after a public hearing. On one occasion the bureau did appeal to the courts from such a decision 
rendered without a public hearing. The courts sustained the bureau. 
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OHIO 
OuI0 INSPECTION Burzav, 
Columbus, Ohio, August 25, 1959 
Deviation and independent filings. d 

Dear Sim: We have your letter of August 20 in which you enclosed g sheet 
showing a recapitulation of data relative to deviation and independent filings, 
ete. You have asked that we check the Ohio figures. 

We find the figures to be correct, except those shown in the last two Columns oy 
the right side of the page. The figure of $515,000 shown for 1948 should be 
$3,120,000, and the figure for 1958 should be $20,807,000. 

The right-hand column of figures under the heading of “Total premiums Writ- 
ten under percentage rate deviations or independently filed rates” shown op the 
separate sheet dated June 12, 1959, with the heading “Deviation and independey 
filings,” which accompanied Mr. Setzer’s letter to you dated June 12, 1959, shows 
the blown-up figures for the deviating companies. We understand you wish the 
net figures. Accordingly, the figures in the right-hand column on that Sheet 
should be changed to read as follows: 


Es oR A Os a ee er $5, 557, 009 
a SN ba snes tn ninieoccnewies Dg CO On acinar cilia ctatiscra acerca 6, 807, 00) 
ON a a i Te NY 1 Ph a Sich cece ls te eesicecneccancs 7, 899, 04) 
es tt isciccincebse ein 9, 244, 00 
I i ete ha Ms I 1 i inchs es ceccrcivapaniccnie 12, 082, 0 
SO oitek ee eesnceec BD, Mi PO | SO kittie tse 15, 393, 00 
DR const cath tice pinewiaanrensine Sgr i. Sars eee 20, 807, 00 
ME ik ssid poiniaiictangiunieneidiliae 4, 872, 000 


FRANK R. Mippauen, 
Assistant Manager. 


Onto INSPECTION BUREAU, 
Columbus, Ohio, August 7, 1959. 


This is in response to a telegram received, this morning, from Mr. Jom 
Hommes, assistant manager of Western Actuarial Bureau, requesting that yu 
be furnished added figures showing net premiums by deviating companies. 

First of all, would advise that basically all of the premiums used in developing 
the data submitted with our June 12 and June 16 letters were taken’ from ow 


OE I 


premium reports received from companies for the purpose of determining br | 


reau service charges. In several instances, notably in the case of the Insurane 
Co. of North America and Nationwide Insurance Co., we were not furnished 
premiums of business for which they filed independently, and in such instances 
we have taken the premium information from State page 14 of the company 
annual reports to the insurance department. 

Referring to our tabulation sheet of June 12, 1959, covering item No. 2 of 
your May 28, 1959, letter, would advise that these are all on a gross or no. 
deviated basis with respect to bureau rates. There is one deviation, however, 
from this statement with respect to the total premiums written at bureau rates; 
that is, the left column of figures for the years 1954-58, because the independent 
homeowners premiums included in the 1954-58 figures were not brought up to 
bureau rates. The fact is we do not have complete information on these inde 
pendently filed rates but estimate that such independent rates would probably 
average 10 to 12 percent below bureau rates. In order to further clarify this 
left-hand tabulation for the years 1954 to 1958, inclusive, under the caption, 
“Total Premiums Written at Bureau Rates,” the independently filed premiums 
have been deducted and will be referred to a little later: on. 

1954: $107,148,000 instead of $107,869,000. 

1955: $112,633,000 instead of $113,387,000. 

1956: $122,184,000 instead of $124,235,000. 

1957 : $126,208,000 instead of $129,585,000. 

1958: $134,312,000 instead of $139,846,000. 
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prior to 1954, we assessed on net premiums (premiums at bureau rates minus 
deviation or dividend), and for these prior years the deviation portions of the 
tabulation in the right column of the June 12, 1959, sheet with respect to item 
No, 2 are: 


1944----------------------—- $275, 000 | 1949_-_______-____ $596, 000 
1945------------------------ 302, 000 | 1950------______________-_. 701, 000 
1946.----------------------- SOG, O00 | BOG nist besitos 814, 000 
1947.----------------------- 402, 000 | 1062...n22o ssl 903, 000 
1948.----------------------- 515, 000 | 1953_________.____.___..___.. 1, 038, 000 


For the year 1954 and succeeding years, our assessment was on the basis of 

oss premiums at bureau rates, and for these years we are giving the gross 
premiums of deviating companies, the deviated portion of such premiums, and 
the premiums covering independent filers, the latter, however, as indicated above, 
not being adjusted up to bureau rates since we are not definitely informed of the 
relationship between such deviated rates and bureau rates. We believe, however, 
that this more detailed separation will more fully serve your review. 


1954—Gross premiums of deviating companies__._______.___________ $8, 293, 000 
Deviated portion of these gross figures_._._._._._...c__......____ 1, 115, 000 
Independently written premiums... ...-_________________. 721, 000 

1955—-Gross premiums of deviating companies___________..____-_____ 9, 810, 000 
Deviated portion of these gross figures_._..c-._..cc...________ 1, 320, 000 
Independently written premiums__.-~_-_.__________________ 754, 000 

195¢—Gross premiums of deviating companies________.____________ 11, 535, 000 
Deviated portion of these gross figures___.c_tcou.......-._____ 1, 494, 000 
Independently written premiums__.__......_____.._________ 2, 041, 000 

1957—Gross premiums of deviating companies_____._.______________ 13, 716, 000 
Deviated portion of these gross figures__._.t_tctu........______ 1, 700, 000 
Independently written premiums___.-_..-..-_.-____________ 3, 377, 000 

19%58—Gross premiums of deviating companies___.______.__________ 17, 319, 000 
Deviated portion of these gross figures_...uuc.........._.____ 2, 046, 000 
Independently written premiums___-----.._________________ 5, 534, 000 


In conclusion, would like to make one more observation to the effect that the 
premiums related to deviating companies take into account all of the small 
mutual company subscribers but not all of the stock company subscribers which 
deviate in minor respects from our rates. 

Hope this finds you well, and with kindest personal regards. 

Sincerely yours, 


C. J. Serzer, Manager. 
Deviations and independent filings 


The following is the data requested in item No. 1 of your May 28, 1959, letter. 





Number of | Number of | Number of | Number of 





Year deviations | independ- Year deviations | independ- 
ent filings ent filings 
(4) (4) ea akin kee 7 
(4) () ii tcdnspiencaleacbtiaiescicniabiaapin ial 152 9 
(1) Se see oe as 190 12 
(Q) Dian k se ohee ce 137 18 
21 8 Mento ictiticarchscaicheapabbiial thstiaats 213 24 
34 We SE kaoneagedsccaereakts 239 29 
SE itkebnusenneeccacs 39 Seascale dciisatsabicciniaiiseidiins 237 36 
ae 72 9 


‘No record. 
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The following supplements item No. 2 of our June 12, 1959, tabula 
requested in your May 28, 1959, letter with respect to homeowners: 


tion, as 


1956 








1958 
ts 
Homeowners written at bureau rates. _-........-- $12, 727, 000 $15, 146, 099 
Homeowners written at deviated rates_.._-_.---- 559, 000 , 538, 3 0083’ 000 
Homeowners written at independent rates --- -_- 1, 368, 000 2, 360,000 | 4’ g37 000 
Details of independenz filers: ‘" 
EI ie Sine scram low ce can inanaencaivaces Saeataanens 113, 800 468, 7%) 
General Insurance Co. of America-.--.----- Mia a dud a teulctal bhabatenbueees seen 282’ 309 
Nationwide Mutwal_...._..___._-___..--- A’ EEA ee, ee Sate 683, 700 1, 283. gp 
Sees meres Webco ell. 1, 368, 000 1, 563, 000 2,171, 709 
I I I kk lis wii s donee gies bbtene~antiehmedbinden den 430, rms 
Added companies that have filed independent 
since Jan. 1, 1959, and amount written in 1958: 
Ses ee Wamees WOsh. 8k. ok oi ss ss ths toe 389, 500 
ee Ce CORES (OO ig cance ents dh ashe cesses nine dhe ese ie 4-6 sa=Ipepen eas it None 
I  coneghaeneinentahhita=¥sesertaenbe : 881, 600 
Cnn PITRE S58 oo 5 id Saka] oon sobs - ice es ene conse pesnceanueten None 
ES GID ong, on nan nes nqcrenppicenns®~anerte nierert= tax earns a eeneeate= 139, 200 
ND fore ore ae SSS ro salt epee a dE Ss ln Pe oceenescaccosinowasap eee None 
Vigilant_- ea ee . on Arh in and inh ddd S otha onkibeelol 3.700 
State Farm Fire & Casualty Insurance Co. -.|--...--..--.-.]----------+----|--0.---.--.- 136. 
ST MEUM OU nn conc canwanktn nage anaeews-asen gh meenenteensselepnekineryss 5 300 
PORePar eS GRINS OO assis os 5 55528 525 fs ccc s ew ewasns -fowesvecsconcccSecceccndesne: 52, 800 
ee ee 


1 No record, 





oO 
_ 
CO 
bo 


THE INSURANCE INDUSTRY 


*POPWUITISS GIB FOGT YAINOIY) HHGT 10} SOIMNST AT » 
*‘neveing Aq ue[d sjuemAed umnyureid uriojyun Jo uop}dope pomol[o} suUCTIBTAGp Uy doig, ¢ 


8¢ “EF 89I ‘E90 ‘T £99 ‘908 ‘T £6 IT 96 ‘Z6Z ‘b CT 
20 IZ PLL ‘EST OLF ‘O0L SF 6 I€E ‘E8h ‘S 966 ‘692 ‘Ee pines Sc a mal 
$6 ‘OT 028 ‘98 PPI “LIL €l°2 IL¥ ‘998 ‘% 890 ‘820 ‘FES : Se tae i) Va MebeeeSe 
ee “0 Sit ‘I$ 080 ‘eees a's $82 ‘999 ‘Z ee or ee 
SON bas < SER EIST A = > 8 °F FOL G6E ‘Tb ZS9 ‘SIZ ‘LE + 
$9 'F 900 ‘891 ‘T ee ee 
Oo ee el ae OY #8 Ef 208 “916 912 ‘986 ‘2% ee ae 
= 5 9% 628 ‘PRL a a: 
soe 2408 28 oe ce 7% LLL ‘109 ee ae ees 
Dee ce, ee ee eee a ee oh ae “| 68% StL ‘21g £09 “E86 “OZ 
7 . rs “| 69'T LSZ ‘bE  . « tie comedmegbicie bab eae 2 
a st, SEwe~ ee ee “| oT ZE9 “GLZ aos he 
: pat) i i ip EE eas eee ch GLZ ‘12% 296 “$C ‘ST ~ . 
eet aa epee eS “ee ac 98 ‘T 022 ‘602 20 ‘SHO ‘TT 5 ee 
came . 68 “0 69 ‘06S et mpi ta es aa alata 
quaiag 2909 
18303 04 18303 03 
sumnyureid ¢ Suol}e $0781 stunjmeid , Su0l#e 80381 1 yenber 
uopetAeq | -JAep Jopug | neeing iy uo}jejAeg | -[Aep Jepug | neeing jy neemgq neeing 
Aq sjvodds qe ssuTyg 
— | JO JoquInNy mONelLAep 
SOUT] POTTS PUB OFeI9A0d uo SZulIveq 
pepue}xe ‘ely UO 094}11M suIntmelg jo JoquinNn 


So}oF[Od SISUMOSTIOY UO UO}}}IM SUINTUIELY 





me 


SSS F222S 825. 
S28 $AK5 EG 8s 


us ot et 


ES 


tion, as 
1958 


881 600 
None 
139, 200 
= 
13k . 
5.300 
52, 500 


nvaing uoysadsuy DUuoYyD)yO 


VNOHVTIO 


suO}}B]AOp 
jo Jequiny 


‘s8ut[g Juepuedepuy sepnypouy ¢ 


*Zujivey & pojsonbes JOA0U SBYy NBaINg UOPedSU] BUIOYL{AO Iy,L 1 


SO et rt et et tt ge 
' 
' 
' 
' 
' 
' 
‘ 
' 
' 
' 
' 
' 
' 
' 
' 
' 
' 
' 
‘ 
' 
' 
x 
o 
oa 
- 


suo}? 
“BIA9P ULI0J 
JO Of GPA 
serusdui0o 
jo Jequinn 


s3uTlg 
quepuedepuy 
jo JoquinN 


480X 


{nvemg uojj0edsuy vIOYe{TYO Aq PeYs|uIN] Byep SNOUTUINIOA BOUT VIO PEALJep Ss} 1900S S{qY} UO pezpIeUIUINS BzE(T] 





47932—60—pt. 880 





4820 


records, we do find an error for Oklahoma with respect to the number of devia. 
tions filed in 1948 and 1958. This was due to an error in this respect in our 


THE INSURANCE INDUSTRY 


OKLAHOMA INSPECTION Bureav, 





Oklahoma City, Okla., August 24, 1959 


In reviewing the recapitulation of data relative to deviation and independent 
filings, as submitted with your letter of August 20 and comparing it with ow | 1,Nu 


submission to you dated June 12, 1959. 
In our tabulation of June 12, 1959, we listed the number of companies rather | 


than the number of deviations, which just now comes to our attention. On yoy, 
recapitulation, the number of deviations for 1948 should be 21 in lieu of 19 and 


2, Nu 


for 1958, it should be 197 in lieu of 120. The remainder of the information 
shown on the recapitulation is correct to the best of our knowledge and belie¢ 

With respect to the number of deviations as compared with the number of 
companies as shown on our tabulation of June 12, 1959, the correct number of 


deviations, beginning with 1948, should be 21, 39, 158, 268, 250, 51, 129, 134 
207 for each of the years 1948 through 1957, and for 1958, it should be 197, ' 


172, 
8, Nu 


We are sorry that this occurred but trust the correction can be made for your 


purpose. 


Yours very truly, 


Deviation and independent filings 

With reference to telegram received today from Mr. John Hommes, the figures 
contemplated by our June 12, 1959, tabulation furnished you are the net pre- 
miums written at deviated rates and have not been modified to increase them 


to the 100-percent level. 


OKLAHOMA INSPECTION Bureau, 


L. B. ANTENE, Manager, 


4, Nt 


Oklahoma City, Okla., August 6, 1959, 


In other words, they have not been blown up. 
The only alternation that should have been made in that tabulation relates 


LM 


to the homeowners premiums written at deviated and independent rates for the 
years 1956 and 1957, of which I informed you by telephone June 15, 1959. The 
total figures for 1956 should be $86,870 in lieu of $11,571 and for 1957, the correct 
figure should be $183,774 in lieu of $25,351. 


We trust this provides you with the information desired, and remain, 


Yours very truly, 


2.N 


L. E, ANTENE, Manager, 


Data relating to deviation and independent filings of member and subscriber 
companies 





1 Estimated. 
No hearings as such on deviation or independent filings, 


Number of filings 


Year 


Deviation 


Inde- 
pendent 


me Be ee ee tt tt Bt Bt tt OOO 


Fire, extended coverage endorsement, and homeowners 
premiums 


At bureau rates 


Fire and 

extended 

coverage 
endorsement 


1 $10, 120, 288 
1 11, 042, 070 
1 15, 454, 962 
117, 806, 259 
1 19, 833, 874 
1 20, 933, 653 
1 25, 003, 073 
1 27, 850, 678 
1 22, 956, 216 
1 24. 009, 335 

97, 215, 652 
28, 999, 338 
34, 078, 058 
33, 269, 995 
31, 679, 362 


Homeowners 


None 
None 
None 
None 
None 
None 
None 
None 
None 
None 
None 
$333, 080 
717, 144 
700, 470 
1, 366, 663 








At deviated and independ- 


ent rates 


Fire and 

extended 

coverage 
endorsement 


1 $90, 439 
1 209, 220 
1 297, 275 
1975, 652 
1 342, 257 
1512, 715 
1 601, 777 
1744, 329 
1 916, 802 
1 1, 168, 006 
1 1, 392, 744 
2, 666, 284 
2, 856, 471 
3, 483, 331 
4, 292, 496 





| Homeowners 








None 
None 
None 
None 
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RHODE IsLanpD (See also MASSACHUSETTS) 


A. Deviations 
1, Number of deviations on file in— 


(a) 1945 or 1946 (prior to new rate law) -~------------------.-- 7 
(b) 1948 or first year after new law---~-~--~--~--------~-------- , 
ee 
(d) eee enone onan seseunonieei nonin mans , 

2, Number of companies which have filed one or more deviations in— a 

Rate or form 
(a) 1945 or 1946 (prior to new rate law) ----------- None None 
(b) 1948 or first year after new law--------------. ‘ ane 
‘3 aes a 10 31 
DOS a a a a ee apap naaeepaneane 
ember and subscribing companies in— 

P eS T9045 or 1946 (prior to new rate law). (See 3 attached.) 
(b) 1948 or first year after new law. (See 3 attached.) 
(c) 1953. (See 3 semehent 

1958, (see 3 attached. ’ 
ale of hearings on deviations from filings of bureau at which 
pureau appeared (list year and number)— 
je} Oa call of insurance department...........ccnccecsccncsccencns ye 
Ges. Gir. COIN c.crammniiectnemapmentineraenninitinlahbabeeniinin a 
(se Bh. SOUOERR: CE DUN niin init one 
B. Independent filings 

ber of independent filings of which bureau has knowledge— . 

. carer 1945 or 1946 (prior to new rate law) ~----------...-_._____ None 
(bd) 1948 or first year after new law............................ a 
I Ocean ct lc ea a aa “ 
SI Misiones enacted ntaiagiliapsia mig te adteiiamiaaeas 

2, Number of subscribing companies making one or more independent 

filings— 

(a) 1945 or 1946 (prior to new rate law) ..--_..______________ None 
[Op een or ret: year-after new law. Se None 
I Nien: tidcivirsesenibensionenenanorenremnsnvschsiciistonianipientstieeietmdniienaiiainiaaiaataniaiiiade a 
GO ce ctsenneneesseneanenainanmnaenliniatitiiiaiiiibmaiiiiildiditil ats ail 
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Sourn CaroLina (See also ALABAMA) 


Summary of total premiums written 


























1948 
By Fire Extended 
Coverage 
D i 
RE IN 6.6 icenica iam ndenccs science uscscsensacunenustuannbeune $1, 722, 365 
RE MINI. 6 6 aocittinecunsnnsnknchintinankplasientibamnint’ 438, 973 =e 
Total... ....-.....------------------------------------ oe ---------- 2 = 2, 161, 338 
SE iin sca tneetntitaannc a ihentabicnnsncietliinbbbidaibisie 11, 308, 524 2, ot 
Ratio of total premiums written by deviating and independent filing com- 
panies to premiums written by all companfes, percent-..........-........- 19.1 21 
eee en 
1957 
—_— 
I el ale ee ee $3, 686, 016 
Independent filing CORN PRNINES s . tins cenicecitinn divs itnoctawnibbinbtibadaeben 1, 599, 425 ‘t =. 
BNE ssiiscasnnsnesianeniecntinieeiisnemameaminiaai manatee 5, 285,441 1 1,608.33 
AD COMPAMES a... .2 ono eens een cnc wn esse eee eww wen ceewenesceeecescncnsecece 21, 271, 181 5, 478, 064 
Ratio of total premiums written by deviating and independent filing com- Phew ies 
panies to premiums written by all companies, percent--...........-......- 24.8 20.4 


Homeowners policies (new program effective Jan. 5, 1959) 








1955 1958 














TT 

1. Number of deviation ~ caine eeemipentiembenen «et bemmemmennen tannic’ 0 M 

re ar EE SI cc ancda canduaudcantacuscdncocusndbecuexuc 4 4 
8. Premiums written by companies having independent filings: 

(a) Insurance Co. of North America....-...-.---.-------------------- 1 116, 131 2 168, 862 

pe MM gon neem narsnneenncapentansenceséunes 174, 059 2 80, 984 

(6) Tenens TOO 00 eis oss die osc snk sew sndaccsccccceacsecccewas 1 41, 886 244. 530 

(d) Nationwide Mutual Insurance Co-.......-.-.-...-....--.----..-.. 11,080 2 None 

DORR cnnecancnenaneencenensserascecsnndsoguncsssunensenscdenuns 233, 156 294, 378 

4. Homeowners premiums, all companies............-.--.-.-.-.--.-.--.----- 11,313, 405 2 1, 308, 203 

BS Oh ins tess cciirctiecewackndpndcncacstessdcnaen 17.8 21.0 





11956, Ist year available. 21957, latest year available. 


Number of member and subscribing companies who have filed and received 
approval for deviation or independent filing 





Year Deviation | Independent Year Deviation | Independent 





1 The large number of deviations is accounted for by filing of annual renewal plan endorsement, which 
form was adopted by the bureau in April of 1951. Of the number of deviations listed in 1949, 58 were annual 
renewal plans and in 1950, 81 were annual renewal plan deviations. 
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TENNESSEE INSPECTION BUREAU, 
Nashville, Tenn., June 12, 1959. 





Supplementing our letter of June 9, we submit the following list 
n a cumulative basis: 


(a) Deviation| (0) aiid (c) Deviation| (a) Independ 
filings rates | ent filings filings forms 
(cumulative) 


ent filings 








rates (cu- | (cumulative); forms (cu- 
mulative) mulative) 
| 

0 0 0 0 
0 0 0 0 
0 0 2 0 
1 0 4 0 
4 0 5 3 
4 0 6 4 
5 0 12 8 
9 0 | 14 12 
9 0 17 13 
10 0 22 15 
12 1 31 15 
19 1 43 16 
33 1 59 31 
36 1 70 32 
41 1 72 32 





JOHN F. Ler, Manager. 


Tennessee data 





(a) Devia- | (b) Independ- (a) Devia- 
tion filings ent filings Year tion filings 
(rates) (rates) (rates) 

0 0 Me aidathntniitions haiacied 1 

0 A i  ivisass niin sinaceodtladpe 2 

0 0 eae lini diene 7 

1 0 Ne cai la cniei 14 

3 0 a ciclet at ee aceite 3 

0 0 Wigee heeded ek 5 

1 0 a 
4 0 Ta icicinisaseenal 41 

0 0 








(b) Independ- 
ent filings 
(rates) 


we looooro 
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. | 
eT 


Total extended cov- 
erage endorsement 
written premium 
at— 


Total fire written 
premium at— 


Total homeowners 
premium _ 

















Bureau Deviated Bureau | Deviated} Bureau | Deviated|In 
rates rates rates rates rates Tates | ent rates 
. ae ——— 
DE ccisiicticneeta oa ees $11, 685, 380 $116, 854 | $1,239,705 | $12,397 |--.---...--- 
DN iiscenitaitaiedaiinoas nie 13, 147, 289 144,620 | 1, 506, 053 So a<wehonsce ape 
a Oe ES 18, 770, 491 244,016 | 2, 482, 023 y SS a 
ME iconic mmeamtpiniee 20, 977, 801 314, 667 | 3, 245, 988 GRGEe ivttnanss<es ae 
23, 279, 422 395,750 | 4,140,302 | 62,106 |-...-..---..]....__. ith 
25, 120, 582 502,412 | 5,000, 020 PNNNES dnnanieein<eashanan aoe 
26, 919, 664 GCO4 G72 | 6,900, MOG | 119, 184 |... . cece sbensensanadl cle 
27, 272, 969 788,117 | 6,512,980 | 146, 123 |-........-- n= searenesssaig al 
24, 594, 264 031,007 | 7,002,610 | 23, 978 |... 50.5. ccenanncds ee 
23,755,787 | 1,096,133 | 6,101,164} 292,473 |_.-_.. saatag a 
26, 401,999 | 1,337,342 | 6,925,714 | 357,948 $616, 957 |.......__ $287, 6 
29,118,713 | 1,336,073 | 8,523,006 | 439,552] 2,226,219 | $83,433|.._’ 
29,982,028 | 2,065,128 | 8,844,476} 618,699 | 3,611,103 | 233,634] 330,04 
30, 642,764 | 2,271,710 | 9,297,199 | 703,873 | 4,596,365 | 348, 897 696, 44 
29, 840,163 | 2,578,554 | 9,091,862 | 823,895 | 6,451,479 | 718,953 931, 106 





38. (@) Number of hearings on— 

(1) Deviation filings: None. 

(2) Independent filings : None. 
None. 
None, 
None, 
None, 
None. 
None. 
None. 


(No hearings.) 


TEXAS 


(Limited deviations from rates fixed by Texas Board of Insurance Commis 
sioners not deemed applicable here. ) 


VERMONT (SEE ALSO MASSACHUSETTS) 
A. Deviations 


1. Number of deviations on file in— 


(a) 1945 or 1946 (prior to new rate law) ~------.._.............. None 
(D>) 1048 or ist year after NeW IAW... 200.6cccncnccccccnesoue “= 
li cs snc elec es it ine i coe elec 1 


ee ee ae ee a a a a a eee 


3. Number of member and subscribing companies in— 

(a) 1945 or 1946 (prior to new rate law). (See attached.) 

(b) 1948 or 1st year after new law. (See attached.) 

(c) 1953. (See attached.) 

(d) 1958. (See attached.) 
4. Number of hearings on deviations from filings of bureau at which bu- 

reau appeared (list year and number) : 

(a) On call of insurance department_______--------------------- 
(b) At request of company_._.-..~...._..-..-----..------------ None 
(co) At request of bereau....................- 22. nnntscees None 



















1. Nu 


9, Nw 
fi 
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| B. Independent filings 
1, Number of independent filings of which bureau has knowledge: 


(a) 1945 or 1946 (pallor to: mew: rate: IAW hi nikita cee ssbals None 

Written (b) 1948 or 1st year after new law-------~---------_----~-----. 7 
(c) 1953.---------------------------------------------------.. 11 
i, NR 5h Lassies chiseled tein 27 


Indepeng. | 9, Number of subscribing companies making 1 or more independent 


in (a) 1945 or 1946 (prior to new rate law) ----------------------. None 
(0) 1066 or ist year after new law... ces 7 
ineensni (oc) 1953.---------------------~------~-......---.------------. 9 
(@) 1958_._-----------~--------------~--.------------~-----..- 14 


The detailed information required by A-3 is not readily available for each 


SS following are the number of member and subscribing companies of this 
association (for all States) for the years requested : 
3 Number of member and subscribing companies in— 
(a) 1945 or 1946 (prior to new rate law) : 

There was a total of 368 members and subscribers as follows: 295 
stock company and underwriters agency members, 14 stock company 
subscribers, 59 mutual company subscribers. 

(b) 1948 (or Ist year after new law) : 

There was a total of 379 members and subscribers as follows: 276 
stock company and underwriters agency members, 22 stock company 
subscribers, 77 mutual company subscribers, 2 casualty company sub- 
scribers, 2 reciprocal subscribers. 

(c) 1953: 

There was a total of 380 members and subscribers as follows: 250 
stock company members, 13 stock casualty company members, 28 stock 
company subscribers, 3 stock casualty company subscribers, 83 mutual 
company subscribers, 2 mutual casualty company subscribers, 1 recipro- 
cal subscriber. 





(d) 1958: 
There was a total of 374 members and subscribers as follows: 233 
Commis stock company members, 45 stock company subscribers, 94 mutual com- 


pany subscribers, 2 reciprocal subscribers. 


VIRGINIA 


MEMORANDUM 
_. None To: C. D. Minor. 
_. None | From: T. L. Bondurant. 
_. 1¢ | Rerecapitulation of data relative to deviation and independent filings, hearings, 

58 and appeals by rating bureaus, and insurance written by companies under 

- deviaiton and independent filings. 
or form You have asked me to review the above compilation and give you my idea of 
None ay corrections which need to be made with respect to the information for 
None Virginia. There are a few changes which ought to be made, and I shall comment 

16 on them separately, referring to the column headings. 

98 Number of deviations filed: Information furnished for Virginia concerned 
mly deviations which had been approved. Information is not available on 
number of deviations which were “filed” but not approved. The figure 34 shown 
in the column headed “1958” was given in July of 1959 as information “at the 
Present time.” There is not readily available information as to number of 
deviations in the year 1958, because our deviation files are not categorized by 

- year. Approval and expiration of deviations at various times throughout the 
year make such categorization impractical. The figure 34 in the column referred 

None to should be changed to 36 in order to keep the information current. One 
~~ ‘None automobile physical damage deviation has been approved since the information 
~~ None | 88 furnished and, while the Cambridge Mutual’s joint request for fire and 
- homeowners deviations was counted as one deviation in our original submission 
we find that the Virginia Bureau of Insurance considered this a request for 
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two deviations, and subsequent information furnished the Senate Subcommitt 
treats these deviations as two rather than one. m 

Number of hearings requested by bureau, 1948 to date: This figure Should be 
changed from six to seven. Hearings counted in this number are: General | 
surance Co. of America; Factory Mutuals; Allstate Insurance Co—automobit 
physical damage; North America Cos.—fire and homeowners; Hartford Mutual 
Insurance Co.; American Druggists Insurance Co.; and Chubb & Son. 

In the compilation made for in June 1959, the General Insurance ¢g 
of America and the Factory Mutuals’ hearings do not appear because they took 
place prior to 1955. Also in the June 1959 compilation, the North America Cog: 
request for fire and homeowners deviations were listed separately, but in the 
interest of clarity these requests were considered as a single hearing in the 
above list. The Allstate fire insurance deviation hearing, which appears On 
the June 1959 compilation, does not appear in the above list because the bureay 
did not request a hearing. 

Number of hearings where bureau prevailed or filing withdrawn: This number 
should be changed from four to six. In the foregoing hearings listed, the bureau 
prevailed in all save the Chubb & Son proposal, which was modified by the com. 
mission and subsequently approved for all companies writing fire insurance in 
Virginia. Two of the above cases, the Hartford Mutuals’ and the American 
Druggists’, were decided by the State corporation commission in favor of the 
bureau and were subsequently appealed by the applicant companies to the Vir. 
ginia Supreme Court of Appeals. Decisions in these appeals have not been 
handed down by the court. 




























MEMORANDUM OF INFORMATION 


For and on behalf Virginia Insurance Rating Bureau, Richmond, Va. in response 
to inquiry from Claude D. Minor, Associate Counsel 





JULY 16, 1959, 
For and on behalf of Virginia Insurance Rating Bureau, Richmond, Va. in response 
in 1948. 

(b) Give number of independent filings as to classes of insurance under sv- 
pervision of bureau in 1948 and in 1958. 

Reply: (a) There were four deviations, including deviations with respect to 
fire and automobile physical damage insurance, in 1948. There are 34 such de 
viations at the present time. 

(b) As you know, under the Virginia law all insurers writing fire insurance, 
miscellaneous property insurance, and automobile physical damage insurance, 
so far as those classes are concerned, must be members of the bureau. The 
bureau files rates for such classes with the State corporation commission for 
and on behalf of all such members. Such rates must be approved by the con- 
mission before they may be used. Independent filings as to such classes are 
not permitted under the law. 

Note.—The bureau’s files and records are not set up so that information re 
garding deviations in categorized by year. The above information as to 1948 has 
been obtained by a search of the deviation files on member companies, the devia- 
tion files of the bureau of insurance of the State corporation commission and 
the reports of the commission for 1947, 1948 and 1949. We believe the informa- 
tion given for 1948 to be correct. 

Inquiry 2. Give number of hearings, with respect to deviation applications, 
requested by the bureau since 1948. 

Reply. So far as the search indicated above revealed, there have been but seven 
hearings before the State corporation commission since 1948 with respect to de 
viation applications. At least two of these involved forms rather than rates, 
Under the law the commisison is required to hold a hearing with respect to a 
deviation application unless notified by the bureau that a hearing is not desired. 
As to each of the applications on which a hearing was had the bureau opposed 
the granting of the application. 

Inquiry 3. Give number of appeals to the courts by the bureau from rulings of 
the commissioner of insurance or State corporation commission since 1948. 
Reply. None. 
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Inquiry 4. Give the dollar value of premiums written (in Virginia) at bureau 
rates for fire, extended coverage and allied lines insurance for 1948 and 1958, 
and the value of similar premiums written under deviations. 


Reply: 
Year 1948: 
I . in ctnscmoceses npensencnscinamenaionethiatvtnsenetatanicecatigbinsaabitaitaic $20, 585, 049 


Deviated rates. 538, 553 
Year 1958 : 

Bureau rates $36, 944, 876 

NE OUI ge ee cs de ops cw oem aga ri sa estan oe lea 1, 872, 615 


Inquiry 5. If separately available, give the dollar value of premiums written 
at bureau rates on Homeowners’ policies for 1955 or first year such policies 
were permitted (in Virginia), and for 1958, and the value of similar premiums 
written under deviations or independent filings for the same years. 

Reply. As stated in reply to inquiry 1, independent filings with respect to fire 
and allied lines insurance are not permitted under the Virginia law. Permission 
for the writing of Homeowners’ and similar “package” policies in Virginia was 
effective September 1, 1956. The approval was of the Homeowners’ plan recom- 
mended by MPIRO and the Homeowners’ plan recommended by the North 
America Companies. The bureau was designated by the State corporation com- 
mission as the filing agency for both plans. Both plans were approved for use 
by all insurers doing business in Virgiina. There is not available separately 
the dollar value of premiums written under these two plans. All premiums 
ynder both plans were written at manual rates until December 23, 1958, when 
the first deviation with respect to such rates was granted by the State corpora- 
tion commission. 

WASHINGTON 


SEATTLE, WAsH., September 2, 1959. 


GENTLEMEN: Upon returning from my vacation, my attention has been called 
to yours of August 17 enclosing three copies of the compilation of information 
to be used in support of the testimony of Mr. Herd, and requesting that we 
double check it insofar as the State of Washington is concerned. 

In our letter of June 25 we set forth the fire insurance premiums written at 
independently filed rates during 1958 at $2,452,148 whereas you list it in your 
recapitulation at $2,739,221. 

In note 21 you refer to comparisons of premiums of nonmembers to those of 
members. The Washington Surveying and Rating Bureau has only subscribers 
and there are no members. Accordingly, the comparison should be between 
premiums of nonsubscribers and those written by subscribers at the uniform 
30 percent deviation. 

Yours truly, 
CLARKE, CLARKE, ALBERTSON & BOVINGTON, 
By FRep G. CLARKE, Jr. 


SEATTLE, WASH., June 25, 1959. 


GENTLEMEN: Mr. Charles Williamson of your office has requested, by tele- 
phone, that we supplement our letter of June 11, 1959, by furnishing the follow- 
ing additional information as to fire insurance writings: 

1. Premium writings in dollars for the calendar year 1948, written at 
straight bureau rates; 

2. Premium writings in dollars for the year 1948, written at a deviation 
from bureau rates; 

3. Premium writings in dollars for the year 1948, written pursuant to 
independently filed rates; 

4, The same information as to each of the above subdivisions for the 
calendar year 1958; 

5. Similar information for each of the calendar years between 1948 and 
1958, if readily available; and 

6. Similar information for homeowners writings for the calendar years 
1955 to 1958, inclusive. 

Prior to answering these specific questions, we should make the following 
general observations. 

For some years prior to 1948 and continuously up to the present time, all 
bureau subscribers with but slight, insignificant variations, have written at a 
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flat 30-percent deviation from bureau rates. Accordingly, during this entire 
period no business was written at straight bureau rates and all business was 
written at either a deviated rate or through independent filings. 

For this reason, our answers will set forth a listing of dollar premiums writ- 
ten at deviated rates, which will mean the 30-percent deviation from buregy 
rates, and the dollar volume of premiums written pursuant to independent 
filings, which will mean companies that are not bureau subscribers but make all 
of their filings independently. 

Our law prohibits partial subscribership so companies are either bureau gyp. 
scribers for all of their writings or independent filers for all of their writj 

There is no exception to the foregoing statement in that the statute prohibiting 
partial subscriberships granted grandfather rights which permitted companies 
which were partial subscribers in 1930 to continue with the practice. The 
number of companies still exercising this right is small and we do not have 
available any figures segregating the dollar volume of premiums which they 
write under their bureau subscribership from those written in the classes for 
which they file independently. Accordingly, all of their volume will be inchuded 
in the heading of premiums written at deviated bureau rates, and none of jt 
will be included in the heading of independent filers. 

The figures which we list have been taken from the records used by the 
Washington Surveying and Rating Bureau in assessing their subscribers. The 
bureau takes these figures each year from the annual reports of the various 
companies as filed with the insurance commissioner. 


—_————_— kw 


1958 1948 














Fire insurance premiums written at deviated bureau rates 
Fire insurance premiums written at independently filed rates.............._- 2, 452, 148 


pacecnsnvanansannes $30, 086,512 | $26, 215, 084 
1, 165, 204 









(It will be noted that in 1948 the independent writings constituted 4.3 percent 
whereas in 1958 they constituted 7.5 percent.) 


1958 1957 1956 





Homeowners premiums written at deviated bureau rates___...| $4,123, 490 $3, 307, 054 $2, 343, 008 
Homeowners premiums written at independently filed rates. 287, 073 3, 367 





(The first filing by the bureau of homeowners policies was in November of 
1955, and the writings in that year were small. Accordingly, we are listing 
homeowners for 1956, 1957, and 1958.) 

Fortunately, we had the information for fire premium writings for 1948 rather 
readily available. We find, however, that a considerable amount of additional 
compilation would be required to furnish the figures for the interim years 
between 1948 and 1958. Since your request for this was subject to the condition 
that the figures be readily available, we are not presently making that con- 


Dilation. We will, however, be glad to have it made if you should change your 
mind and feel that you would like it. 
Yours truly, 


CLARKE, CLARKE, ALBERTSON & BOVINGTON, 
Frep G. CLARKE, Jr. 


SEATTLE, WASH., June 11, 1959. 


GENTLEMEN: The Washington fire rate regulatory statutes are unique in that 
the fire rating bureaus are required to be public-service, locally operated organi- 
zations; partial subscribership is prohibited, and deviations are restricted to 
uniform percentages of addition or subtraction to all filings. 

Following a chaotic rate war, the Washington Legislature came to the con- 
clusion that unrestricted competition was not in the public interest and that it 
was advantageous to establish controls which would permit reasonable compe 
tition but encourage uniformity. 

You will find the details of this background and development set forth in 
our enclosed brief, submitted on behalf of the rating bureau as an interested 
party in an appeal on the part of the Insurance Co. of North America from & 
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of the insurance commissioner and the trial court that, under the Wash- 
n statutes, a company may not subscribe to the bureau and at the same 
make independent filings. 

The Washington fire rate regulatory statutes have been favorably regarded 
by the great majority of both the public and the insurance industry. This is 
indicated by the fact that, since the adoption of the recodification in 1947, there 
pave been but three formal hearings on matters relative to fire rate filings. 

The first of these was on February 16, 1954, relative to the application of 
MPIRO for a license to file the manufacturers output policy. This had been 
rejected by the commissioner upon the ground that a principal coverage of 
the manufacturers output policy was protection against loss by fire and that 
accordingly, under the law of the State of Washington, it must be written upon 
a standard fire insurance policy and a rating bureau promulgating rates therefor 
must comply with the statutes as to fire insurance bureaus. 

At the hearing before the commissioner, the rating bureau appeared for the 
purpose of urging the commissioner not to make a ruling which would have the 
practical effect of permitting an evasion of the legal restrictions relative to the 
standard fire insurance policy simply by the addition of certain perils other 
than fire. MPIRO appealed the adverse ruling of the insurance commissioner to 
the superior court but, prior to trial, there was a settlement between MPIRO 
and the commissioner whereby it was agreed that MPIRO could be licensed and 
wake rates for the manufacturers output policy, provided, however, that the fire 
portion of each risk would be covered by an underlying fire policy written on 
the standard form and pursuant to the filings of the fire rating bureau. 

The next hearing related to the independent filings of the Allstate Insurance 
Co. in the habitational field. Actually, there were two hearings as to this, one 
on February 8, 1955, resulting in a rejection of the filing by the commissioner 
and an appeal by Allstate to the superior court. This appeal was, however, 
abandoned and Allstate submitted new filings which were the subject of a hear- 
ing on September 13, 1955, again resulting in a rejection and an appeal to the 
superior court. 

At these two hearings there were no appearances other than Allstate. Upon 
the last appeal the rating bureau and the Continental Insurance Co. as a repre- 
sentative subscriber to the bureau intervened in support of the commissioner’s 
position. Allstate presented a demurrer to these interventions and the demurrer 
was sustained as to the rating bureau but denied as to the Continental Insurance 


This case never came to trial for the reason that the commissioner ultimately 
withdrew his objection to the filing. The reason stated was that when the filings 
were originally presented the only fire experience offered by Allstate was for the 
year 1954, which was minimal in volume and did not support the filing. The 
1955 experience, however, did tend to support the filing and the commissioner, 
after sending examiners to Skokie to check the accuracy of such experience, 
decided to accept it as justifying the filing. 

The third hearing involving a rating question is that currently pending before 
the Supreme Court of the State of Washington relative to a North America 
proposal, and which is referred to in the enclosed brief. 

There was another controversy which should perhaps be mentioned. This was 
a hearing called by the commissioner on February 16, 1955, directed to the 
American Home, the Camden, the Insurance Co. of North America, and Fred S. 
James & Co., relative to the writing of coverage on certain logging equipment 
and structures on an inland marine form. 

It was the contention of the commissioner that the coverage did not come 
within the inland marine definition and should have been written on a standard 
fire form at bureau rates. The commissioner’s decision against the companies 
and the agent was appealed to the superior court, and the bureau intervened in 
support of the commissioner’s ruling that inland marine forms and rates could 
not legally be used to protect against the hazard of fire unless the subjects of 
insurance fell within the inland marine definition. This case also failed to come 
to trial but was settled as between the insurance department and the involved 
companies and agent. 

Since deviation is one of the subjects of inquiry, we should perhaps explain 
the Washington situation on deviations. 

Our statute does not require that deviations be renewed each year. A devia- 
tion, once filed, remains in effect until changed by the filing company or by 
order of the commissioner. Our code is substantially all industry as to the 
showing that need be made to justify a deviation. While since long prior to the 
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adoption of the 1947 code, bureau subscribers almost without exception hay 
been writing at a flat 30-percent deviation from bureau rates, the fact that tines 
the adoption of the 1947 code, there have been no formal hearings on deviation 
requests is a good indication that this is acceptable to industry. 

While this has the practical effect of a accomplishing a uniform initial rate ag 
to bureau subscribers, there is strong price competition by way of dividends, par. 
ticipating policies, and independent filings. 

If for any reason you should desire any further information relative to this 
State, we will be glad to endeavor to furnish it. 

Yours truly, 
CLARKE, CLARKE, ALBERTSON & Bovrnapoy 
By Frep G. CLarkg, Jr. : 


WEST VIRGINIA 
PUBLIC LAW 15 INVESTIGATION 


After receipt of your letter of July 15, I had a siege of trials, but did turn the 
letter over to Mr. Greenfield, manager of the inspection bureau. With respect to 
your questions, I submit the following information : 

(a) The bureau has no record of independent filings that are permitted in West 
Virginia, but there is no reason for the bureau to know about same because the 
law requires no notice to the bureau of such filing. 

(b) According to the information contained in the report formerly sent WEY 
the bureau has only requested one hearing since 1948 (fireman’s fund matter) 
and the filing was eventually withdrawn. 

(c) No appeals to the court since 1948. 

(d@) This question, so Mr. Greenfield tells me, is a little different from the 
question which the subcommittee has asked the insurance department. I am 
advised that the insurance department has been asked to give the premiums for 
1957 alone, exclusive of town and county mutuals. At any rate, the premiums 
written in 1948 on file for allied lines were as follows: 


Fire and allied lines 


Premiums Percent 
written 


Year 1948: 
Written at bureau rates 15, 406, 131 
Written at deviation 


Written at bureau rates 18, 144, 461 
Written at deviation 2, 970, 465 


21, 114, 926 100.0 


(e) Since homeowners policies were not processed through the bureau, we 


cannot answer. 
The 11 rate deviations referred to by you for 1948 are in reality the number 
of companies which applied for such deviations. 


Deviations 


Company totals | Rates | Forms} Rules : Company totals | Rates | Forms | Rules 
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FIRE INSURANCE RATING Burgay 
Milwaukee, Wis., August 21, 1959. 

We are in receipt of a copy of an exhibit submitted by your office on August 
20, 1959. 

There is only one change in order for the Wisconsin figures: Dollar amount 
of fire, extended coverage, and allied line premiums written by companies yp, 
der independent and/or deviation filings for 1948. The correct figure is $3.95. 
401 in lieu of $3,768,711, since the blown-up figures were not used on the prem), 
um report blanks, from which the information was obtained, until 1951. 

Very truly yours, 
FIRE INSURANCE RATING Bureau, 
F. J. SCHWOEGLER, Assistant Manager. 


FIRE INSURANCE RATING Bureat, 
Milwaukee, Wis., August 7, 1959, 
Re deviation and independent filings, Wisconsin. 


GENTLEMEN: At the request of Mr. John Hommes, we are supplementing oy 
letter of June 11, 1959, under the above caption. 

The figures submitted to you under that date were obtained from the pre 
mium report blanks submitted to us by the companies for assessment purpose 
and represent net written premiums for the period 1944 through 1951. The 
figures from 1951 through 1958 include the so-called blown-up premiums or 


represent the premiums if written at full bureau rates. A study made by yy | 


sometime ago indicates that this blown-up portion of the premiums represent 
approximately 3.5 percent of the total written premiums and the figures cap, 
therefore, be easily resolved to net rates. 

The company deviation and independent filings were obtained from the con. 
pany records and were applied in the years in which they were in effect ac 
cording to the filings made by the individual companies with our insurance 
department. 

If further information is desired, we will be pleased to hear from you. 

Yours very truly, 
FIRE INSURANCE RATING BUREAU, 
F. J. SCHWOEGLER, Assistant Manager. 


(Exhibit D above was submitted to the subcommittee in response to 
a question posed during the hearings. Because this information, in 
the judgment of the subcommittee’s staff, is incomplete, additional 
comparable data showing earned premiums in terms of company 
groups, rather than individual companies, has been assembled by the 
staff, as follows :) 


10 largest writers of fire, extended coverage, and allied lines business in 1958 








Fleet Earned Percent 
premiums of total 
A: OPS TOI GEO oii sod dsae a sc decacetabscnnscvancccccens $148, 432 6. 
i ees ee Ue oe cc uthen de kane askeieémameenmntn bu kaaiate ae 123, 738 5. 
SG. |. an tdabecdutocatetncndase 102, 604 4 
Royal Globe - ---.-..---- wll 64, 953 : 
Aetna Insurance aeae 62, 405 2 
North America--.-_----- ee 59, 852 26 
Crum & Forster 59, 653 26 
25k nek didi wk ddukn ee wanedanethbn aieeaenkwaane neal 54, 375 24 
I Rite. cs olla se bude ee A pease ees nghatactwakbaasescace 53, 049 23 
I oc Siok 2b cencnumbadodetvetteaicdseccarckbedabbebanae 46, 230 20 
2) ll cindintiaptdavndvhasucisadutasvaseel 775, 291 34.1 


Total all companies (NBFU exhibit D) --.-.....--..-...--.-----..--.- £37. 6i.e 
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) 
Fire writings of 10 largest writers of fire, extended coverage, and other allied 
lines business in 1958 
ust ai ae i 
1958 1948 
unt Fleet 
Un Earned Percent of Percent of 
05. premiums total total 
Mj- ake - 
Fore-Loyalty- Yorkshire $108, 251 7.9 $97, 737 10.1 
-. : - 90, 402 6.6 8Y, 467 9.2 
ad Fire 75, 115 5.5 53, 413 5. 5 
artford Fire - - ihe 0.9 13 
: oral Globe es 49, 313 3.6 41, 675 4.3 
; etna Insurance - 46, 492 3.4 33, 267 3.4 
North America 45,113 3.3 36, 077 ae 
Crum & Forster 14, 139 3.2 34, 692 3.6 
Great American 40, 616 3.0 25, 971 2 7 
Fund Group- 39, 582 2.9 25, 104 2.6 
9 Continental-National 32, 646 2.4 21, 732 2.2 
Total 10 fleets 571, 669 41.8 $59, 135 47.3 
Total stocks and mutuals 1, 368, 999 971, 499 
ou Z 
Sources: (1) 1958 and 1948 fleet figures are from ‘‘Best’s Insurance Reports 2) ratios are to New York 
pre book totals of stocks and mutuals 
OSes 
The 10 largest writers of fire, extended coverage, and other allied lines business in 
8 or 1958 
y us 
ents — _w ' oS oo ee 
can, Fleet 1958 written | 1957 written Percent 
premiums premiums change 
COM: ————————— ee oe 
t ate America Fore-Loyalty- Yorkshire $170, 261 $159, 310 +6. 9 
ance ieee Soe 120, 841 125, 387 -3.6 
Hartford Fire... ----- 103, 021 98, 985 +4.1 
North America. 70, 431 64, 548 +9] 
Fund Group-.-.--- 59, 011 52, 838 +11.7 
Royal-Globe-. - 58, 940 64, 483 —8.6 
Crum & Forster-. 57, 926 57 016 aa a 
Aetna Insurance - - - - 56, 143 58, 719 —4.4 
er, Great American 52, 589 54, 064 es 
Continental-N ational 44, 016 45, 560 ~—3.4 
Source: Argus chart 
38 to 
i, in Fire writings of 10 largest writers of fire, extended coverage, and other allied 
onal lines business in 1958 
any a — —— 7 
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1958 
written 
premiums 


122, 132 
86, 941 
75, 663 
52, 824 
44, 258 
44, 759 
42, 866 
41, 598 


39, 115 | 


30, 812 


31 


1957 
written 
premiums 


114, 885 
90, 454 
72, 485 
48, 411 
39, 251 
48, 942 
42, 142 
43, 551 
40, 292 
31, 723 


Percent 
change 
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I - HISTORY 
of 


NATIONAL ASSOCIATION OF INSURANCE COMMISSIONERS 


It has been said of history that "Tis but the same 
renearsal of the past ... and History, with all her volumes 
vast, hath but one page." 

The history, however, of the National Association 
of Insurance Commissioners, or as it was originally known, 
the National Insurance Convention of the United States, would 
fill many pages because an account of the accomplishments of 
this organization reflects, to a great degree, the history of 
the economic, social and political development of the United 
States. 

When the first convention of state supervisory 
and regulatory insurance officials was called to order in New 
York City on May 24, 1871, the United States had a population 
of 36 million people, and only 37 states had been admitted to 
the Union. The aftereffects of the War Between the States 
which had ended but six years earlier were still being felt. 
Communication and transportation, judged by modern standards, 
were in their infancy. Nevertheless, 18 Commissioners of 
Insurance from all regions of the Nation accepted and were 


present at the invitation of Superintendent of Insurance, 
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George W. Miller of New York.(1) 

In point of time, the National Association of Ingyp. 
ance Commissioners, is the oldest voluntary association of 
state supervisory officials in the United States. Like most 
such institutions, the origin of the Association can be direct), 
traced to necessity and the exigencies of the times. In the 
mid-Nineteenth Century state regulation of the insurance 
business admittedly left much to be desired. 

The first state to appoint an insurance commissioner | 
was New Hampshire, in 1850. Massachusetts established a three. | 
man Board of Insurance Commissioners in 1852, which later was | 
changed to a single Insurance Commissioner, In the same year 
California, Connecticut, Indiana, Missouri, New York and Vermont | 
either established separate insurance departments or vested an 
existing agency with insurance supervisory powers, Thereafter, 
other states followed rapidly so that by 1871 practically al) 
of the states had some type of supervision and control over 
insurance companies. In the interim, the Supreme Ccurt of the 
United States, in 1868, had decided the case of Paul v. Virgins ( 
which held that insurance did not fall within the ambit of the 
Commerce Clause of the United States Constitution and that the 
states had the right to regulate the conduct of the business of 


insurance, 


(1) May 1871 Proceedings, p.3 
(2) 8 Wall. 168 
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Although there were no statistics available ona 
nationwide basis, the records of the New York Insurance 
Department show that the aggregate amount of fire premiums 
written in New York State was 290 million dollars during the 
period from 1858 to 1870 and that the aggregate premium volume 
of the 1ife companies amounted to approximately one billion 
dollars. (3) 

Despite the vast insurance business being conducted 
throughout the various states and territories of the United 
States, state legislation and the rulings promulgated by the 
yarious insurance commissioners were often directly in conflict 
with one another. Consequently, companies found themselves in 
a precarious situation because if they complied with the laws 
or rulings of one jurisdiction they would find themselves in 
violation of the laws and rulings of another. One mid-western 
state went as far as to pass a law that required a company 
organized in another state, before coming into its state, to 
execute a bond that it would not appeal any case to the Supreme 
Court of the United States. (4) 

The Secretary who prepared the Official Report of the 
Proceedings of the first two sessions of the insurance commis- 
sioners held in May and October 1871, put it quite succinctly 


when he declared: 


(3) lst Session 1871 Proceedings NAIC, p.60 
(4) lst Session 1871 Proceedings NAIC, p.67 


eat 
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"Briefly, then, the National Convention was 
the legitimate outgrowth of the condition of 
affairs as respects insurance, which demanded 
the instant application of a remedy, with the 
alternative of irreparable injury to the 
greatest commercial industry of our country 
in case it should not be applied."(5) 


What were some of the pressing problems of the day? 


Superintendent Miller, in his letter dated February 3 


1871 extending the invitation to the Commissioners of Insurang 


of the several states, indicated that the problems confronting 


the Commissioners fell in two categories: 


1. Matters within the discretionary powers of the 
state officers of the different states; and as 
to these, it would only be necessary for the 
Commissioners to reconcile the differences 
existing among them in order to produce a bene- 
ficial result. 


2. legislative enactments in which there were 
conflicts. As to these he indicated that: 


" .e. the earnest recommendation of a convention 
of such state officers, would, no doubt, be 
recognized as entitled to great consideration 
by the legislators of the respective states."(6) 


Among the most pressing problems facing the state 


officials was the lack of uniformity in the forms of annual 


re 


ports required by each of the states. In addition, variation 


in valuation of policies and computation of reserves by the dif- 


fe 


In 


rent state departments was having a serious adverse effect, 


the case of life companies, the preparation of detailed 





(5 
(6 


) 2nd Session 1871, Proceedings NAIC, Preface p.l 
) 1st Session 1871, Proceedings NAIC, pp. 1-2 
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pandwritten lists of bonds, mortgages and other securities 

and lists of policies involved considerable labor and while the 
companies were prepared to furnish such listings to one state, 
they were reluctant to meet the same requirements from different 
states. Hence, it was suggested that such lists be given to 

one state which,in turn, would report to the other states, the 
totals for the different classes of assets and insurance. 
Moreover, many states were requiring separate deposits of secur- 
ities which had to remain as long as any of the companies’ 
policies or obligations were in force. There was no reciprocity 
and no recognition given to the assets deposited in other juris- 
dictions. Confusion also arose because of the multiplicity of 
agents required in a particular state for the acceptance of 
service or process instead of having one state officer or indivi- 
dual named for such purpose. In addition, problems arose due to 
the emergence of state and local tax laws and the imposition of 
retaliatory provisions. These and numerous kindred requirements 
were perplexing not only to the Commissioners but also to the 
companies which were duty-bound to comply with them. 

The first order of business of the Convention was to 
appoint a committee to draw up a list of topics for discussion. 
The verbatim accounts of the meetings of the Commissioners of 
Insurance held during the ten-day session in May of 1871 and the 
adjourned ten-day session in October 1871, are replete with 
accomplishments achieved and plans formulated. It is not necessary 


to repeat the discussions and debates nor to review the careful 
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deliberations which took place among the eighteen commissioney, 


who attended the first session, and the thirty who attended the 


adjourned meeting. 


Nor need we elaborate on the observations 


contained in the speeches and communications which were pre- 


sented by every segment of the insurance industry, both here 


and abroad. 


The commissioners accomplished a monumental tag 


during the sessions held in 1871, notwithstanding local pre- 


judices and inherent local pride which is bound to manifest 


itself from time to time in any deliberative body which is mag ' 


up of representatives from different geographical locations, 4 


bare recital of but a few of the outstanding achievements are 


illustrative. 


The National Association of Insurance Commissioners 


adopted and encouraged the use of the following measures: 


l. 


2. 


Uniform forms of annual statements to be used by 


fire, life, and 


The requirement 
the state where 


The appointment 
company in each 


marine companies. 


of deposits of companies only in 
they were organized. 


of but one attorney by each 
state where it transacts 


business, to receive service of process. 


Adoption of the same basis, principles and 
Systems in the valuation of life policies. 


Recognition of certificates of other state 


officials as to 


the solvency of insurance 


companies of all kinds. 


A model insurance law for enactment in the 


various states, 


Organization of a joint commission of insurance 
officials, presidents of companies, and actuaries, 
to compile a new United States Mortality Table 
from the experience of all of the companies. 
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8, The principle that there should be reciprocity 
between the states in insurance legislation 
and uniformity in departmental regulations. 


The foregoing,while only recommendations, neverthe- 
jess carried with them the weight and prestige of the Insurance 
commissioners throughout the United States and many were quickly 
adopted by the legislature of their respective states. 

That the initial Convention of Commissioners was a 
success is clearly evidenced by the accounts in the press. The 


paltimore Underwriter of June 1871 (p.188) commented as follows: 
ee” 


"The actual work of the Convention was limited, 
of course, in large measure, to mutual consulta- 
tion and advisement. The application of the 
remedies and the adoption of the reforms pre- 
sented must rest with the State Legislatures. 

But it is a great step in advance for the 
gentlemen officially representing their respec- 
tive States in the Convention, after a session 
remarkable for its harmony, to be fully prepared 
to go before their various legislative committees 
with recommendations for a system of insurance 
law which shall be the same in all the States-not 
reciprocal, but identical; not retaliatory, but 
uniform. That repeated consultation and future 
concert of action will eventuate in the removal 
of the discriminating and oppressive statutes 
which now disgrace our codes, and that the 
companies and the public will both be largely 
benefited, we have no manner of doubt." 


Similar tribute was paid by the Spectator in its July 1871 issue. 
In addition to the Press, there were numerous execu- 

tives and actuaries of insurance companies in attendance. In 

fact, Commissioner Atchison from Tennessee made a motion that, 


since the action of the Convention was to be advisory, all 


executives and actuaries should be invited to participate. This 
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} 
resolution, which was referred to the committee entrusted wit, | 


the drafting of an agenda and rules of order, was firmly, thoug, Henry § 


politely, turned down by that committee. They let it be know second | 


on the second day of the Convention, May 25, 1871, that "This 
is an assembly of state officers of insurance." The report of | 
the committee, however, proceeded to state that they welcomed 
any information in regard to the great business interests en. 
trusted to them, and that they were prepared to hear from anyone, 
at any time, either orally or in writing, on the questions place, 
before the Convention.(7) It might be interjected here that to 
this day the National Association of Commissioners has followed 
this same policy and while the Press and representatives of the 
insurance industry may attend the meetings of the Commissioners, | 
they are not privileged to appear at or take part in any of the 
deliberations of executive sessions. 

Thus, by the time the adjourned meeting was concluded, 
it appeared that the Commissioners who had come to the Conventicn, 
each with preconceived opinions and with divergent views, 


» In trv 


were, as a result of their discussions, in basic agreement ona new ex 


number of broad areas of insurance regulation. Considering the of int 


magnitude and degree of the interests at stake, the vast region to cor 


over which those interests were scattered and the apparent con- state 


flicts of the different states and of the officers who representei 


them, the progress made toward simplicity, uniformity and meet 1! 


reciprocity was noteworthy. provi 


(7) 1st session 1871 Proceedings NAIC, p.18 
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The distinguished Secretary to the first Convention, 


th 
Henry S$, Olcott, summed it up well when in the Preface to the 
ough 
second Session (p. XV) he wrote: 

3 "This Convention may be regarded severally: lst. 
As a school of instruction to the insurance 

of | officers. 2nd. A focus of influence, upon the 
legislatures, to induce them to pass just and 

j benignant laws; upon the companies, to discreetly 
and conservatively manage their business affairs; 

: and upon the general public, to attract attention 
to the benefits resulting from the scheme of in- 

rone surance, 3rd. As an unpartisan and unprejudiced 

| body, under whose auspices great reforms may be 

laces begun and carried to fruition, That it is the 
first of these, the candid admission of the 

to delegates, as reported in the two volumes now 
issued from this office attest; that it is tne 

yed second, is seen in the introduction of the 
Convention's general insurance statute in several 

a legislatures, and its actual enactment in 
Minnesota, Maryland and other states, wholly or 

rs, | in part; that it is the third, is proven by the 

rt impending organization of the Joint Statistical 
he Commission to compile a new United States Mor- 


tality Table, which, alone, will make it historical. 
The adoption of its uniform blank, for company 
returns, by thirteen of the states, is a result of 
ied sufficient importance to repay all the trouble and 
’ expense that the convocation of the state officials 


ston, has involved; eee. 


In truth, the first meeting of the Commissioners inaugurated a 


new era in the history of insurance by developing a community 


~ of interest among the state insurance departments which has led 
“ to cooperation in the enactment and administration of uniform 
- state laws regulating the business of insurance. 

ented 


A cursory examination of the minutes of the more recent 
metings of the National Association of Insurance Commissioners 


provides ample proof of the wide range of its interests and the 
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} 
great influence it exerts on state supervision of the insurang | 


business, Its members now include representation from all fity 
states and the District of Columbia, Puerto Rico, and the 
Virgin Islands, Officials from the ten Canadian Provinces, ti, 
Dominion Government et Ottawa, and the Philippines are 
honorary members, (8) 
The National Association of Insurance Commissioners 
holds two regular meetings each year. The activities of the 
Association during the remainder of the year are carried on by 
an Executive Committee and eighteen standing and special con- 


mittees as follows: 


Blanks (standing) 

Preservation of State Regulation (special) 

Accident and Health earaee 

Casualty and Surety (standing 

Definition and Interpretation of Underwriting 
Powers (special) 

Examinations (N.A.I.C. Constitution - Art. 6) 

Federal Liaison (N.A.I.C. Constitution - Art, 6) 

Flood and Hurricane (special) 

Fire and Marine (standing 

Fraternal Insurance (standinz) 

Insurance Covering All Installment Sales and 
Loans (special) 

Laws and Legislation (standing) 

Non-Profit Hospital and Medical Service 
Associations ee 

Life Insurance (standing) 

Rates and Rating Organizations (standing) 

Unauthorized Insurance (standing) 

Valuations of Securities (standing) 

Workmen's Compensation (standing) (9) 


These committees, in turn, have a large number of sub- 


committees working on many special problems which, from time to 


time, confront the Association. 


(8) Art. 3 NAIC Constitution. See Proceedings NAIC 1959, Vol.l,p, 
(9) Consult 1959 NAIC Proceedings, Vol.l, pp. 12-22 
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The objectives of the National Association of Insurance 
commissioners which are succinctly set forth in its Constitution, 
demonstrate that the original purposes of the Association out- 
jined in the keynote address to the Commissioners at their first 
convention eighty-eight years ago have remained basically the 
same. They are: 

"The object of this Association shall be to 

promote uniformity in legislation affecting 

insurance; to encourage uniformity in depart- 

mental rulings under the insurance laws of the 

several states; to disseminate information of 

value to insurance supervisory officials in 

the performance of their duties; to establish 

ways and means of fully protecting the interests 

of insurance policyholders of the various states, 

territories, and insular possessions of the 

United States and to preserve to the several 

states the regulation off the business of insur- 

ance. (Art. 2, Constitution of the NAIC, see 

1959 Pro. of NAIC, Vol. l, p. 2). 

The National Association of Insurance Commissioners 
has been the motivating force in the adoption of a large number 
of uniform laws, regulations, and supervisory practices since it 
first sponsored the model General Insurance Law in 13871 and made 
the recommendations enumerated on pages 6 and 7 above, 

A full account of the problems considered by the 
National Association of Insurance Commissioners from its inception 
and of the many studies and recommendations that it has since mede is 
beyond the scope of this discussion, It will suffice here to 
merely list some of the important areas in which it developed 


concrete proposals, such as: uniform state fair trade practices 


act; uniform unauthorized insurers service of process act; 
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uniform standards for valuation of securities; uniform examing 


tion methods; uniform fraternal code; uniform standard PPOVision 
law governing accident and health contracts; official guide op, 
accident and nealth insurance; uniform convention blanks of anny: 
statements; uniform liquidation act; uniform standards for life | 
insurance company reserves and non-forfeiture benefits; all | 
industry commissioners bills following the McCarran Act; equita, 
war clauses; advertising code for accident and health business; 
fair code of commissions and fees in welfare fund business; ang | 
model bill on credit life and accident and health insurance, 
Several of these developments are deserving of specig) 


comment. 
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na- | convention Examinations 
<=  . i... 


- One of the early problems facing state supervision was 

. rhe multiplicity of examinations of the books, records and affairs 

7 of insurers. Companies engaged in a nationwide business found them- 

” | selves subject to independent examinations into their affairs by 
each of the several states in which they operated, leading to un- 

"a necessary expense aS well as confusion over conflicting require- 

7 nents. 

ind | 


From its very inception, the National Convention of 


Insurance Commissioners began to wrestle with this problem and 
ta) 


the subject caused more resolutions over the years than any other 
single issue before the commissioners, 
The divergent views among supervisory officials on this 


question devolved largely around the following issues: 


1. Should a non-domiciliary state be permitted 
to make an examination of a company without 
the prior approval of the home state commis- 
sioner? 


2. Should this right of examination in other 
states be unrestricted or exercised only 
under extreme necessity, for example, fi- 
nancial insolvency of the company? 


3. How can indiscriminate examinations by non- 
domiciliary states be prevented and how can 
the expense of convention examinations be 
kept within reasonable bounds by eliminating 
the assignment of needless examiners, outside 
consultants and accountants? 


The National Association of Insurance Commissioners 


created a Committee on Examinations in 1910 to cope with some of 


47932 O—60—pt. 832 
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these problems.(10) In 1935, a precise and permanent delines. | 


tion of the duties and powers of this committee was laid down, 


In that year, a new constitution and by-laws were adopted ang 


Section 3 of these by-laws provided the following: 


"Section 3. Duties of Committee on Examinations: 


"The Committee on Examinations shall make ar- 
rangements for convention examinations of insurance 
companies and associations by representatives of two 
or more states at the request of the commissioner or 
the person in charge of the insurance department of 
the state in which the company or association to be 
examined is domiciled or at the request of three or 
more other members representing states in which such 
insurance company or association is duly authorized 
to transact business; provided, however, that no such 
examination requested by the commissioners of states 
other than the state in which the company or asso- 
ciation is domiciled shall be arranged unless the 
Committee on Examinations first obtains the consent 
of the commissioner of the company's home state or 
in the event such consent is withheld the Committee 
satisfies itself that the best interests of insurance 
supervision would be served by conducting such exam- 
ination without such consent. In the selection of 
states to participate in Convention Examinations the 
Committee shall, insofar as it is practicable, select 
states that will insure a fair geographic representa- 
tion of all states in which the company does business, 
Copies of all reports on examination made under the 
sponsorship of the Committee on Examinations shall 
be kept on file in the office of the secretary- 
treasurer and shall be available to members upon re- 
quest."(11) 


At the mid-winter meeting of the National Association 


of Insurance Commissioners held at Hot Springs on December 8, 


1936, a method of dividing the Country into zones for purposes 


of convention examinations was devised and proposed to the Con- 


vention as follows: 


(10) 1909 Proceedings NAIC, p. 215 


(11) 





1936 Proceedings NAIC, pp VII - VIII 
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Wm fee © ew heheh ew Cc At «18 resolved that the com- 
mittee on examinations of this Association is here- 
by authorized and directed to zone the country into 
gix districts, each of which is to be composed of 
the eight conveniently adjacent States, with the 
District of Columbia included in its nearest zone; 
that on all examinations subject to the convention 
method, each zone in which the company to be exam- 
ined is doing business shall be represented by an 
examiner to be chosen and authorized by the respec- 
tive States comprising the zone. The supervising 
official of the domiciliary State of the particular 
company shall notify the chairman of the examinations 
committee of the impending examination, who shall 
thereupon notify the key commissioner in each of the 
zones in which the company is doing business."(12) 


On the next day, December 9, the Examinations Committee 
vas Girected to put machinery in motion to carry out the foregoing 
resolution and the following motion was voted: 

"That the examinations committee be instructed 
to arrange as soon as possible to carry out the 
provisions of the zoning resolution as adopted 
yesterday, by establishing the six zones as pro- 
vided, and that they notify the several States as 
to the zone in which they are placed and they tem- 
porarily name a key State to do the arranging with 
the zones, so that the work can get under progress 
without any unnecessary delay."(13) 

Pursuant to the foregoing motion, a meeting of the Com- 
nittee on Examinations was held in Chicago on January 16, 1937, at 
which meeting the states were divided into six zones and a manager 
was named for each zone. These managers were to serve until the 


next annual meeting (June 1937) when each zone was in its own way 


to provide for the selection of its manager. 


(12) 1937 Proceedings NAIC, p, 74 


(13) 1937 Proceedings NAIC, p. 103 
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At the Chicago meeting it was agreed that when a 
commissioner of the domiciliary state desired a convention ex. 
amination of one of the companies in his state, he should go 
advise the chairman of the Examinations Committee (the Secretan 
of the Association) and furnish him with information relative to 
the volume of business in the several states where the Company 
was licensed. Thereupon, the chairman of the committee would 


j 
pass this information along to the managers of the respective | 
zones wherein the company operated, and each of these Zone map. | 


agers would then select one state out of his zone to participate 





in the examination - giving due regard to premium volume, geo. 


graphical location and rotation. This system contemplates tip | 


examination of each company every three years. The system of 





examinations by zones now used by the Committee works effectint | 
to insure fair geographical representation of the states in whi | 
a company does business. 

The convention examination of today, although it con. 
sists, of necessity, of reconciling and verifying the financial 


statement and its supporting schedules as reported by the compaay | 
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in the convention blank, entails far more than an audit of the 

financial books of the company. The minutes of the meetings of | 
the stockholders or policyholders, directors and committees ar | 
carefully read to see if they are in order and if elections wer | 
properly conducted and appointments duly made. In addition, al! | 
purchases and sales of investments are checked against the | 


minutes to make certain that they have received the requisite a 


proval of either the board of directors or the finance committe, 
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4 minute examination is made to make sure that management, in 
carry ing out company practices, has carefully abided by the 
charter and by-laws of the company as well as the laws of the 
state. All real estate mortgages are verified as to proper re- 
gording and the insurance policies on buildings or other struc- 
tures are examined to make certain that all papers are in order. 
In the case of real estate owned by the company, the deeds and 
sostracts of title are examined and the titles are verified. 

the company's methods and procedure in payment of claims an‘ com- 
gissions is carefully reviewed to determine whether the company 
js Justified in its position and to ascertain whether equitable 
treatment has been accorded to all policyholders in accordance 
vith the terms of their policies. 

It is thus apparent that a convention examination not 
oly delves deeply into the nature and accuracy of the company's 
accounts and records, the composition and value of its assets, 
the adequacy of its reserves and its ability to meet future 


policy obligations, but also entails a careful review of the man- 


| agement policies of the company as they concern equitable treat- 


nent of policyholders, prompt payment of losses and compliance 


| with the laws of the several states, so that the supervisory 


were | 


7 al) 


te ap 


it tee, | 


officials of the home state and other states as well as the public 

will be fully apprised of the conduct of the company's operations. 
In actual practice this system of interstate coopera- 

tio through convention examinations has worked well because of 

the carefully conceived plan of the National Association of In- 


surance Commissioners and its complete implementation by the 
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Committee on Examinations. 


Valuation of Securities 


Another important contribution of the National Asso- 


ciation of Insurance Commissioners toward effective state Super. 


vision was the creation of the Valuation of Securities Committee 
In order to protect the public against insolvency, it was essen. 


tial that the securities held by the companies be reported at 


realistic values and that all companies be required to report on _ 


a uniform basis. 
Prior to 1907, although market valuation was the basis 


for pricing both stocks and bonds on insurance company Statements 
’ 


there was little uniformity among the various states. New Yor, , 


and Massachusetts did, at their own expense, prepare listings of 
valuation of securities which were to a large degree used by 
other states. 

In addition to lack of uniformity, the financial panic 
of 1907 brought another problem of valuation into sharp focus, 


At that time, many New York banks and trust companies were forced 


to close their doors, Banks c-llled their loans depressing the 
securities market still further. The effect of the precipitous 
drop in market prices on the portfolios of insurance companies 
threatened to push them into insolvency. 

The insurance commissioners met in emergency session to 
devise means of easing the impact of declining security prices 
upon the surpluses of companies and while this debate was going 


on, the United States Life Insurance Company provided the answer, 
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Te company, in valuing its securities for annual statement pur- 
poses, used an average of prices over a period rather than the 
prices prevailing on the statement date. The New York Department 
requested the Attorney General of the State to rule on the legal- 
ity of this procedure and in July 1907, the Attorney General 

ruled that the determination of the fair market value of securi- 
ties held by insurance companies was a matter entirely within the 
superintendent's discretion. 

On the strength of this opinion, a special conference of 
insurance commissioners recommended that the 1907 statement values 
pe based upon the average of market prices on the first day of 
each month and the last day of December instead of on December 31 
prices alone. 

The Committee on Valuation of Securities was established 
as a Standing committee of the National Association of Insurance 
Commissioners in 1910(14) and since its inception has published 
50 annual listings of Valuations of Securities. In ten of these 
years, major changes in valuations were required as a consequence 
of wars, depressions, or other unusual economic conditions which 
tended to distort the intrinsic or long-term values of securi- 
ties held by insurance companies. Moreover, it was the Valua- 
tions Committee of the National Association of Insurance Commis- 
sioners that won acceptance of the idea of amortizing bonds held 
by insurance companies, a principle which nas since gained wide 


recognition. 


(14) 1910 Proceedings NAIC, p. 1/0 
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i 


Another important contributiou made by the Valua- 
tions Committee of the National Association of Insurance Con. | 
missioners was the development of the Mandatory Security Valy. | 
tion Reserve adopted by the National Association of Insurance 
Commissioners in December 1951 to provide life insurance con. 
panies and fraternal benefit societies with a buffer against | 
possible loss on fluctuation in the value of bonds and preferpy 
stocks. Prior to that time, a company could, on its own initia. 
tive, set aside a portion of its surplus as a reserve for losses | 
on securities. However, this segregation was not considered by 
most regulatory authorities to be a liability reserve but merely 
a division of the surplus account. The National Association of 
Insurance Commissioners' proposal placed the Mandatory Security | 
Valuation Reserve “above the line" by separating it from the gu. 
plus account, and called for additions to the reserve at an 
annual rate of one-twentieth of one percent of statement value 
for amortizable bonds and one percent for substandard bonds and 
stocks. Maximum accumulation was limited to one percent for 
amortizable bonds and twenty percent for all other securities, 

While the adequacy of the Mandatory Security Valua- 
tion Reserve in good times and bad remains to be tested, it has 
provided an important safeguard in protecting the assets of life 


insurance companies against undue fluctuations in the market 


prices of securities. 
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No historical account, however brief, of the achieve- 


nents of the National Association of Insurance Commissioners 


yould be worthy of the name unless some mention was made of the 


| yntiring efforts of the Association to obtain cooperation and 


ynity in the matter of legislation conducive to the best interests 
of the policyholders and the public, 

For example, in the field of unauthorized insurance 
slone, the manifold problems which might arise have been carefully 
scrutinized and have occupied considerable time and attention on 
the part of committees of the National Association of Insurance 
Commissioners from 1888 to the present. Recently, as a result of 
studies made by the National Association, the Uniform Unauthorized 
Insurers Service of Process Act (15) was drafted. By virtue of 
this law, the insured no longer need seek resort to distant for- 
eign forums in order to bring suit on his legitimate claim. He 


now can sue and obtain jurisdiction of the insurer in the state 


in which the policy was delivered to him. In fact, the unauthor- 


life 


ized insurer, before a defense may be interposed, must either be- 
come admitted to do business in the insured's state or put up 

cash or post a bond with the clerk of the court in an amount suf- 
ficient to satisfy any judgment that may be entered against the 
insurer. This uniform bill has, as a result of the perseverance 


and prestige of the Association, been enacted into law in 


(15) 1951 Proceedings, NAIC, pp 166-168 
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forty-three states of the Union. In the recent case of McGee 

v. International Life Insurance Co. of Texas,(16) the seal 
States Supreme Court sustained the constitutionality of this 
Act and by virtue of this law and the decision supporting it, 
the effectiveness of state regulation of unauthorized insurers 
has been measurably increased. 

Again, most states, inspired by the National Associa. 
tion, have taken determined action to prevent false and mislegg. 
ing advertising by both unauthorized as well as licensed insuren 
Most states, forty-six to date, have enacted and are entoreil 
Association's Uniform Unfair Trade Practices Act.(17) In adds. | 
tion, twenty-six states, by adopting the recently formulated | 
National Association's Advertising Rules,(18) have taken nau | 
specific regulatory action. Through these means, advertising js | 
controlled not only in the state of domicile of the insurer put 
also in the jurisdiction in which the misleading advertising ap- | 
pears. In this connection, it is interesting to note the artim. | 
ance by the United States Supreme Court of two important decision! 


of the Court of Appeals for the Fifth and Sixth Circuits.(19) ? 


(16) 355 U. S. 220 (1957) 
(17) 1947 Proceedings, NAIC., pp 392-400 
(18) 1956 Proceedings, NAIC., Vol. I, pp 131-137 


(19) F.T.C. v. National Casualty Co. and F.T.C. v. American | 
Hospital, etc., 
357 U. S. 5600 (1958), affirming 245F 2(d) 883 and 243F 2/4) 
719, respectively. 
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ie 


In each of these cases, the Federal Trade Commission had is- 

sued a cease and desist order, one to the American Hospital and 
Life Insurance Company and the other to the National Casualty Com- 
, pany, on the ground that certain of their advertising was mis- 
jeading and deceptive and thus was in violation of the Federal 
trade Commission Act. The Court of Appeals set aside the orders 
of the Federal Trade Commission and reversed its decisions. In 


ant so doing, the Courts unequivocally reached the conclusion that the 


ureny,| states in question, by virtue of the enactment of the foregoing 
ng the state legislation, had effectively exercised their regulatory 
id1. powers over the advertising activities of the companies and that 


the attempt of the Federal Trade Commission to assume jurisdiction 


| was unwarranted, 
3 is However, neither the states nor the National Association 
- of Insurance Commissioners are reluctant to cooperate with the 
4 Federal Trade Commission in suppressing any evils that may be 
> | brought to their attention. 
Sica} In this connection, it is pertinent to note the procedure 
} ' agreed upon by a Special Committee of the National Association of 
Insurance Commissioners and the members of the Federal Trade Com- 

| mission at a conference held in Washington, D.C. on November 29, 

' 1957. (20) In substance, the plan provides for the referral by the 
n | federal Trade Commission of information concerning inquiries re- 


2(4) ceived by it to the insurance commissioner of the state from which 
the inquiry originates. The commissioner will, upon receipt, pro- 


ceed with any necessary action if the insurer is domiciled in his 


(20) 1958 Proceedings NAIC., Vol. I, pp. 68-69 
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state. If the insurer is domiciled in another Jurisdiction, 
the commissioner will cooperate with the commissioner of the 
domiciliary svate in carrying out an investigation and taking 
appropriate action. This procedure does not involve lezislatiq 
but it illustrates the energetic efforts of the National Associa, 
tion of Insurance Commissioners and its member Commissioners to 
encouvage the enforcement of model state insurance lezislation 
that has been passed to protect the public. 

The activities of the National Association of Insuran,) 
Commissioners and its committees and subcommittees to Stamp out 
unfair trade practices, tie-in agreements, false or misleading 
advertising, or other evils attendant upon the issuance of poli. 
cies are legion. The pattern of regulatory legislation demon- 
strates that the states, with the assistance of the National Asy. 
ciation of Insurance Commissioners, have been and are fully meet. 
ing their responsibilities. 

To be sure, this is only one very limited area of the 
functions performed by the National Association in the field of 
uniform laws and legislation. The history of another area, 
namely, the National Association's Uniform Fire and Marine Rate 
Regulatory Law and Uniform Casualty and Surety Rate Regulatory 
Law, is the subject of separate treatment and will be discussed 
at some length hereinafter. 

As observed above, the National Association of Insur- 
ance Commissioners' Committee on Examinations divided the country 


4nto six zones. The Commissioners and their staffs in these zones 


frequently hold meetings to discuss, consider and, should the oc- | 
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casion warrant, act upon all matters falling within the province 
of their respective zones. In this way, innovations in the field 
of insurance may be tested and tried both at the state and the 
zone level. Administration thus becomes responsive to the needs 
of the citizens in @ particular geographical locality. 

In certain fields of insurance, such as fire and cas- 
yalty, the problems presented are controlled by, and may vary to 
a great extent according to, the geography of the area. The 
pabits and customs of people, the terrain and climate, the type 
of construction, the density of the population and type of com- 
mnity activity, all have an important bearing upon the problems 
inherent in insurance. State regulation and zone meetings have 
provided the necessary flexibility to adapt to each of these 
situations. 

Although the National Association has been the princi- 
pal forum for consideration of uniform laws and uniformity of 
regulation in connection therewith, it is significant that many 
proposals of a nationwide or interstate character have originated 
vith a single state. The merits of these proposals have been 
passed upon at the 7c-ne level and have later been placed on the 
agenda of the National Association of Insurance Commissioners to 
become model uniform laws or regulations. Subsequently, these 
have been enacted or adopted by many states throughout the 
United States. 

The National Association has worked side by side and 
cooperated with other organizations desirous of attaining uni- 


formity. For instance, the National Association has collaborated 
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with the Committee on Insurance Law or the American Hap Azgy- 


ciation which prepared a model insurance code in 192/ known as 


ner Inst 


the “Draft of the Statuto Provisions Relating t} , 
S ry a eiating to the Business yonorab! 


of Insurance". This draft, after it was approved by t 
, pp y the America, ne firs’ 


Bar Association at Buffalo in September 1927, was duly CONSidere 


and adopted by the National Association of Insurance Commissione, 


at its meeting in December 1927. As a result of this Cooperatic, cs 
and the efforts of the National Association, the Code has been a 
enacted into law in a number of states, while other states and thy’ a 
District of Columbia have adopted much of its language and its a 
principles. mee 
Limitations of both space and time preclude C@lling at. e 
tention to other activities of the National Association of Insur. , = 
ance Commissioners. Some indication of the work undertaken by 2 
the Association can be gleaned from a typical National Associa- je 
tion of Insurance Commissioners' agenda at one of its regular at 
semi-annual meetings. A copy of the agenda for the June 1959 pe 
Annual Meeting in Boston, Massachusetts, is attached.(2l1) The es 
indices of the N.A.1.C. Proceedings are replete with the multi- es 
tudinous matters that have been considered over the years. 
This brief resume' of the history of the National Asso- 
ciation of Insurance Commissioners is deemed important because Insurar 
stone 4 


it discloses the great good that has been achieved in the past 
by the National Association. If the old adage holds true that doubt. 
"By their works shall ye know them", the performance of the Asso- constrt 


ciation, from 1871 to the present, augers well for the future, busines 


real ar 


(21) See Appendix A 
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be The following quotation from a speech made by the for- 
as ner Insurance Commissioner of the Commonwealth of Massachusetts, 
ESS Honorable Wesley E. Monk, is as appropriate today as it was when 


Tica, ne first gave his address in 1926: 


dere; 
"Tf there is a single element which more than 

Loner, any other factor can be said to have influenced and 
caused this uniformity and similarity, it is the 

ating cooperation of the several insurance supervisors as 
members of the National Convention of Insurance 

en Commissioners. This organization, unique, unlike 
any other organization known, voluntary in its 

Nd th nature, existing by reason of no legal requirement 
or sanction, acting as a single supervising unit 

ts through its constituent membership, has probably 


succeeded in accomplishing more for the welfare of 
not only the great insuring public, but also the 
great insurance organizations than any other single 
Bat. factor. I firmly believe that were it not for the 
fact that in 1871 this organization of Insurance 
' Commissioners was created and were it not for the 
fact that this organization had continued to func- 


by tion down to and including the present time, either 
the insurance business in this country would be at 
la- the present moment in a most chaotic and hazardous 
condition, or an entirely different method of fur- 
; nishing the indemnity and protection which is the 


subject matter of all insurance would have been 
evolved. In fact, I believe it can be said with- 
out much doubt that improper or inequitable prac- 


rhe tices and the ruinous effect of competition with- 

4 out proper regulation would have long ago destroyed 

ut the insurance business as a private industry." 

\s80- History demonstrates that the National Association of 
‘e Insurance Commissioners has proven itself. That it is the key- 
t stone in the arch of the state regulatory system admits of no 

t doubt. The Association has been and continues to be a profound, 


isgo- constructive influence upon the development of the insurance 
business. The Association has afforded and continues to afford 


real and substantial protection to the insuring public. The 
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Associatio 
n has combined the competitive and the cooperat 
elements int« Ke 
nto a coordinated system well designed and admi 
suited to ail 
deal with the unique characteristics of the i 
nsur. 


ance business 
iness and the public interest. It is incontro 
> vertible 


that the Ass 
ociation has accomplished all of this with | 
out COmpy). 


sion. Uniform legislation has not been thrust upon the 
+ ” . 
states. Instead, by giving patient, rational and aca 
sideration to the problems of the state administrators as 
phases of the insurance business, and to the public o “ins 
oy 
National Association has provided a sound, workable system of 


> > th 


test of time. 
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bly 

. II - SUPERVISION OF RATES AND RATE MAKING 

Dle 

Ompu). supervision Prior to the South-Eastern 

era] Underwriters Association Decision 

on- The first efforts to regulate insurance rates in the 

a1) United States took the form of anti-compact statutes. In the 
period 1885 to 1912, twenty-three states passed laws forbidding 

of the creation of insurance combinations for the purpose of fixing 

the insurance rates. By prohibiting combinations of insurers, these 


statutes were intended to promote competition in rates. In 
' other states, efforts were made to dissolve fire insurance 
poards and rating bureaus on the ground that these organizations 
constituted combinations in restraint of trade.(22) 
In 1911, a New York State joint legislative committee, 
which came to be known as the Merritt Committee, investigated 
alleged corrupt practices in connection with legislation and the 


affairs of insurance companies other than life companies. (23) 





(22) Attorney General v. Firemen's Insurance Co., 74 N.J.Eq.372,73 
Atl1.80; Continental Insurance Co. v. Fire Underwriters of 
the Pacific, 07 Fed.310 (C.C.N.D.Cal.1895); Queen Insurance 
Co. v. State, 86 Tex.250, 24 S.W.397 (1893); Liverpool & 
London & Globe Insurance Co. v. Clunie, 88 Fed. 160 
(C.C.N.D.Cal.1898), 


See, also, Brearley, H.C., The History of the National Board 
of Fire Underwriters, Appendix VI, pp. 283-296, 
(23) Merritt Committee Report, Assembly Doc.30 (1911), p.5. 
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It found that the unrestricted competition engendered by the 


anti-compact approach had invited rate wars, resulting in the fell f 
use of discriminatory rates and a dangerous reduction in the primar 
quality of protection afforded by insurers.(24) The Merritt for pr 
Committee therefore concluded that the anti-compact approach practi 
had failed (25) and that collaboration in rate-making was loss P 
necessary.(26) Accordingly, in the same year, the New York foreca 
legislature conferred upon the Superintendent of Insurance the curren 
power to supervise the activities of fire insurance rating and co 
bureaus. (27) writte 

Anti-compact statutes were easily evaded through the subjec 
use of independent bureaus promulgating "advisdry" rates, (28) ficier 
The companies were forced to employ this subterfuge because , base t 
it would have been economically unsound for any company to actual 
attempt to make rates on its own. However, even the availa- natior 
bility of "advisory" rates did not prevent the abuses of unre- exper: 
stricted competition.(29) In order to combat these evils, count: 


anti-discrimination statutes were enacted. These laws prohibite extent 


unfair discrimination in rates between risks or classes of risks, broad 


for al 
(24) Id. p.76. — 
(25) Id. p44. comb 4 
(26) Id. p.78. small 
(27) Chapter 460, Laws 1911 (New York) 
(28) Merritt Committee Report, p.43. pees 
(29) Id. p.43. 
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Because of the nature of rate-making, such measures 
fell far short of their intended purposes. Rates are based 
primarily upon three factors; losses, expenses and a margin 
for profit and contingencies. While careful underwriting 
practices may be of assistance to an insurer in keeping its 
loss payments under control, prospective losses can only be 
forecast on the basis of data showing past experience and 
current trends. These data are compiled by classifying risks 
and computing the ratio of losses to the amount of insurance 
yritten in each class, Though expenses are to a great extent 
subject to the control of a carrier, it may not have a suf- 
ficient volume of business in a particular class to furnish a 
pase broad enough to make its loss data with respect thereto 
actuarially credible. Thus, a company, unless it is a large 
nationwide organization, must, of necessity, combine its 
experience with that of other companies on a regional or 
countrywide basis or accumulate experience over a relatively 
extended period of time in order to furnish a sufficiently 
proad base. However, the use of countrywide experience or that 
for an extended time period have the disadvantage of not being 
responsive to prevailing conditions. Without the ability to 
combine their experience with that of other companies, many 
small companies would find it extremely difficult, if not im- 


possible, to conduct their business efficiently.(30) Moreover, 


(30) Patterson, The Insurance Commissioner in the 
United States, Peo’ de 
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the great expense entailed in maintaining inspection and 
engineering services, and the high administrative cost of oper. 
ating a rating system might very well be prohibitive for most 
insurance companies, 

Another consideration which made some form of rate 
regulation desirable was the complexity of the cost factors 
which, to some extent, are governed by size of risks or the 
nature of a particular class. In order to prevent unfair dis. 
crimination, it became essential that the classification syste, | 
and rating plans be made subject to administrative review, (3) 

As @ result of these considerations, the anti-compact 
statutes were replaced in a majority of the states by govern- 
mental supervision of rates based upon the combined experience 
of insurers. 

It must be remembered that it was not until 1914 that 
the Supreme Court, in German Alliance Ins. Co. v. Lewis, (32) 
passed upon and affirmed the proposition that insurance is so 
“affected with a public interest" as to warrant the state's 
regulatory power over insurance rates. This case involved a 
blanket rate reduction order of the Insurance Superintendent of 
Kansas, directed at the uniform rates of company members of the 


fire insurance rating bureau in that state. 


(31) Annual Report, N. Y. Supt. of Insurance (1946) pp.29a-38a, 
(32) 233 U.S. 389. 
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Following the lead of New York and Kansas, most of 
the states in the period between 1914 and 1944 undertook to 
recognize and supervise the activities of fire rating bureaus, 
and to provide their insurance supervisory officials with the 


power to require reasonable and not unfairly discriminatory 


rates. 
Though the aim was the same - to promote cooperative 


rate -making under governmental supervision - the methods for 
securing that purpose differed among the States. They ranged 
from assigning the function of rate-making, other than for 
casualty and marine insurance, to a state agency (Texas) to 
rate-making by rating organizations as well as by individual 
companies (New York). 

An intermediate approach was taken by Virginia which 
delegated the rate-making function to one industry rating bureau 
for fire and automobile liability insurance, subject to state 
supervision. Membership in the rating organization, obedience 
to its rules and adherence to the rates set was made mandatory 
for all licensed insurers. However, a company could, subject 
to state approval, deviate from such rates if uniformly applied 


to all risks in the same class.(33) 


(33) Va. Code Ann., Sec. 4314 (1), (4) (1942). 
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In Texas, &11 companies were required to charge at 
least the rates established by the state insurance Commi S$ ioner, 
with the proviso that if lower rates were charged they were t, 
be applied uniformly to all risks of the same character in the 
same community. (34) 

In contrast to the Texas and Virginia systems, Ney 
York, (35) while permitting rating organizations, did not make 
membership in them mandatory. Rating organizations, of which 
there could be more than one in a line, were required to be 
licensed. Any licensed insurer was eligible to be either a 
member or subscriber, Rating service was required to be extend 
to members and subscribers alike, without discrimination, 
Rating organizations were examined at least once every five years, 
and licenses were subject to revocation or suspension for non- 
compliance with the insurance law. Adherence to rates filed by 
the rating organization or bureau was required of all members 
and subscribers, with the right to apply for a deviation ona 
uniform percentage base from bureau rates. Independent com- 
panies had the right to make their own rate filings. All filing 
were subject to the approval of the Superintendent of Insurance, 

When United States v. South-Eastern Underwriters Asso- 
jation, (36) hereinafter referred to as the S.E.U.A. case, was 


decided in 1944, few states other than Texas, Virginia and 


(34) Texas Rev. Civ. Stat. Ann. Art. 4879 (1940) 
(35) N. Y. Ins. Law Art. VIII (1939) 
(36) 322 U.S. 533. 
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yew York had attained effective rate regulation. Fifteen 
states had no such legislation while, of the remainder, many 
nad laws which were of limited application and in most instances 
dealt primarily with fire or workmen's compensation insurance. 

However, there was a fairly definite pattern of fire 
rate regulation. Most states recognized company-organized 
fire insurance rating bureaus over which their commissioners 
nad varying degrees of supervisory power.(37) A majority of 
the states required filings of rates and rating schedules; 
eleven required all fire insurers to be members of a bureau; 
and two required that all stock fire insurers belong to a 
pureau.(38) Such remaining anti-compact laws as there were 
nad, for the most part, been tacitly repealed by the statutes 
recognizing rating bureaus. (39) 


(37)A Study of the Necessity and Form of State Regulation 
of Insurance (Pamphlet of the Insurance Department of 


California, dated Jan. 29, 1945). 
(38) Id. p.46, 


(39) Kulp, Casualty Insurance, p.623, 
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The S.E.U.A. Decision 


of the 

June 5, 1944, was a momentous day for the insurance of sto 

industry and insurance supervision in the United States. The lines 
Supreme Court of the United States handed down a decision(40) and Vi 
which had the effect of drastically altering a firmly entrencheg in the 
concept of what might or might not be done by those engaged ir of the 
the insurance business. Two co 
During the infancy and early development of the insur. inters 

ance industry in the United States, it had come to be understogg non-cc 
by those engaged in handling insurance transactions that they ance 3 
were not engaged in “commerce"., Furthermore, since the produc- allege 
tion, sale and servicing of insurance was not regarded as "con. other 
merce", such activities were not considered to be "interstate | the St 
commerce" when conducted across state lines. in the 
These conclusions, sanctioned by judicial construction insuré 


(Paul v. Virginia, 8 Wall. 168; New York Life Insurance Company 
v. Deer Lodge County,231 U.S. 495), produced an anomalous situa- 


tion. While other segments of our economy were subject to the | 
Sherman Anti-Trust Act, insurance was not. Insurance was | 
granted an immunity not possessed by any other industry engaged ) 
in business which extended across state lines. 

In 1942,the Department of Justice, on the basis of 


complaints received, conducted an investigation of the activities 


(40) U.S. v. South-Eastern Underwriters Assn., supra. 
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of the South-Eastern Underwriters Association, an organization 

of stock insurance companies writing fire insurance and allied 
lines in Alabama, Florida, Georgia, North Carolina, South Carolina, 
and Virginia. As a result, the Department obtained an indictment 
in the United States District Court, Northern District of Georgia, 
of the association, some of its officers and other individuals. 
jwo conspiracies were alleged. One was a conspiracy to restrain 
interstate commerce by fixing premium rates arbitrarily and on a 
non-competitive basis for fire and certain allied lines of insur- 
ance in the aforementioned six state area. This conspiracy was 
alleged to be in violation of Section 1 of the Sherman Act. The 
other conspiracy was alleged to be a violation of Section 2 of 

the Sherman Act, in conspiring to monopolize trade and commerce 

in the same six-state area in fire and certain allied lines of 
insurance. 


More specifically, the indictment charged: 


"The member companies of S.E.U.A. controlled 90 
percent of the fire insurance and ‘allied lines’ 
sold by stock fire insurance companies in the six 
states where the conspiracies were consummated, 
Both conspiracies consisted of a continuing agree- 
ment and concert of action effectuated through 
S.E.U.A. The conspirators not only fixed premium 
rates and agents' commissions, but employed boy- 
cotts together with other types of coercion and 
intimidation to force non-member insurance com- 
panies into the conspiracies, and to compel persons 
who needed insurance to buy only from S.E.U.A. 
members on S.E.U.A. terms. Companies not members 
of S.E.U.A. were cut off from the opportunity to 
reinsure their risks, and their services and facil- 
ities were disparaged; independent sales agencies 
who defiantly represented non-S.E.U.A. companies 
were punished by a withdrawal of the right to rep- 
resent the members of S.E.U.A.; and persons needing 
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insurance who purchased from non-S.E.U.A. companies 
were threatened with boycotts and withdrawal of all 
patronage. The two conspiracies were effectively 
policed by inspection and rating bureaus in five of 
the six states, together with local boards of insur- 
ance agents in certain cities of all six states",(41) 

The defendants demurred to the indictment on the Broun 
that since insurance was not commerce, the Sherman Act was inap- 
plicable to them. This demurrer was sustained by the District 
Court on the basis of the long line of Supreme Court decisions 
holding insurance was not commerce. (42) 

The Supreme Court, in the S.E.U.A. case, by a four to 
three decision, held the business of insurance to be commerce 
and, when conducted across state lines, interstate commerce, 
The Court's holding established these principles: 

1. The supremacy of the power of Congress to regu- 

late insurance, so far as it was interstate in 
character or affected interstate commerce, 

2. The applicability of all Federal statutes regu- 

lating interstate commerce, particularly the 
Sherman Anti-Trust Act, to the insurance in- 
dustry. 

3. The limitations upon a state's power to regulate 

interstate commerce were equally applicable to 
state statutes regulating insurance. 

Immediately after the decision, a great deal that the 
insurance industry and state regulatory authorities had done on 
the theory that insurance was not subject to the Sherman, Clayton, 


Federal Trade Commission and Robinson-Patman Acts was thrown open 


(41) Id. pp. 535-536 
(42) 51 F. Supp. 712 
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to question, and possible attack. Instantaneous reconversion 
yas impossible and a period of readjustment was regarded as 
essential. 
The National Association of Insurance Commissioners, 
on the possibility that the Supreme Court might hold as it did, 
nad formed & committee on October 7, 1943 to study existing and 
proposed legislation on a Federal level. After careful study of 
the effects of the S.E.U.A. case, and after hearing all interested 
parties that attended its meetings, the committee presented, on 
August 29, 1944, the following recommendations: (43) 
1. Affirmative action should be taken by Congress 
to the effect that regulation and taxation of 
the insurance business should continue under 


state supervision; 


2. The Federal Trade Commission Act should be 
amended to avoid duplication of State laws; 


3. The insurance business should be exempted from 
the Robinson-Patman Act; 


4, The Sherman and Clayton Anti-Trust Acts should 
be amended to allow all reasonable cooperative 
procedure necessary and incidental to the es- 
tablishment of the statistical rate bases, 
rates and coverages. 

On the basis of the committee's report, the National 
Association of Insurance Commissioners recommended to Congress 
the enactment of a proposed bill.(44) This was in opposition 
to a bill previously introduced in Congress (HR-3270, 78th 


Congress, lst Session), which would have given the insurance in- 


dustry complete exemption from the Federal Anti-Trust Laws. 


(43) 1945 N.A.I.C. Proceedings, pp. 28-29 
(44) Id. p. 32 
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The bill proposed by the National Association of Insurance (op. 


missioners formed the basis of the McCarran-Ferguson Act and, 


Roos 


after extensive hearings were held, that Act became law on 


March 9, 1945 (Public Law 15, 79th Congress). 


Public Law 15 


Public Law 15, insofar as it is pertinent here, pro. 
vides that: 


1. Congress declares that the continued regu- 
lation and taxation of the business of in- f 
surance by the several states is in the 
public interest and that Congressional si- 
lence shall not be construed as imposing 
any barrier to such control by the states. 


2. No state law relating to the regulation or 
taxation of the business of insurance shall tin 
be affected by an Act of Congress, unless 


i 
such act specifically relates to the busi- | pub 
ness of insurance. } 

| the 
3. Until January 1, 1948, the Sherman, Clayton, 
Robinson-Patman and Federal Trade Commission to 
Acts are inapplicable to the business of 
insurance, but thereafter they will apply to pra 
the extent that the business is not regulated 
by State law. , iat 
4, The provisions of the Sherman Act relating ] 
to agreements to boycott, coerce or in- 
timidate or act of boycott, coercion, or Nat 
intimidation shall remain applicable to the 
business of insurance. Int 
inc 
Subsequently, the 80th Congress, by Public Law 238, 
The 
extended the moratorium to June 30, 1948. 
, th 
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In signing Public Law 15, President Franklin D. 
poosevelt's message stated in part: (45) 

"after the moratorium period, the Anti-Trust 
Laws and certain related statutes will be appli- 
cable in full force and effect to the business of 
insurance except to the extent that the States 
have assumed the responsibility, and are effect- 
ively performing that responsibility for the regu- 
lation of whatever aspect of the insurance busi- 


ness may be involved. It is clear that Congress 
intended no grant of immunity for monopoly or for 


boycott, coercion or intimidation. Congress did 
ot intend to rmit private rate fixi Which 


fhe Anti-Trust Ket Torbide; bat was wilting to 
rmit actual re Tati og of rates b arrirmative 
action of these peates” (Emphasis supplied) 

Public Law 15 was a Federal affirmation that the con- 
tinued regulation of insurance by the several states was in the 
public interest. This statement of policy was conditioned upon 
the states accepting the invitation contained therein, namely, 
to deal effectively and affirmatively with those activities and 
practices which might otherwise be the subject of Federal regu- 
lation. 

Largely through the activities of two groups, the 
National Association of Insurance Commissioners and the All- 
Industry Committee (composed of representatives of the insurance 
industry), there was an immediate response to the invitation. 

The Senate Judiciary Committee Report(46) on the bill extending 
the Public Law 15 moratorium to June 30, 1948 recognized this 


(45) 1946 N.A.I.C. Proceedings, p. 134 


(46) Senate Judiciary Comm. Report to Accompany S. 1508, 
80th Congress 
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acceptance of responsibility, in stating: 


"The committee is informed and is satis- 
fied that an effort has been exerted by the 
insurance industry, the insurance commis- 
sioners, and the States in dealing with the 
matter of State regulation." 


The States Meet The Challenge 


Even before the enactment into law of Public Law 15, 
the National Association of Insurance Commissioners was Study- 
ing "the desirability, if not the necessity, of the enactment 
of adequate rate regulatory laws by the several states as a 
consequence of the decision in the S.E.U.A. case."(47) Ata 
meeting of its Executive Committee on February 9th and 10th, 
1945, there was presented to it a proposed casualty and surety 
rating bill representing the joint efforts of the Association 
of Casualty & Surety Executives and the National Association of 
Mutual Casualty Companies. These organizations comprised a 


cross-section of the casualty and surety field. Although the 


Committee felt that it was not in a position to take any definite 


action on the bill, it commented as follows: (48) 


"....it appeared that the proposal was a com- 
mendable and conscientious effort to treat one 
of the consequences of the S.E.U.A. decision 
in the interests of continued and effective 
state regulation of the Industry. It mani- 
fested as well the inclination and ability of 
competitors in the business to resolve philo- 
sophic and operational differences in the 
broad public interest. It likewise was the 
feeling of the Committee that the proposal 


(47) 1945 N.A.I.C. Proceedings, p.155 
(48) Id. p. 155 


Ew 


try 
Alli 


tion 


thr 
iss 
leg: 


was 


(49 
(50 
(52 
(52 





15, 
udy- 


ent 


ta 


irety 
‘Aon 
on of 
a 
the 


lefinite 


EE wt 


; 


THE INSURANCE INDUSTRY 4881 


might serve as a basis for treatment of the 
problem." 
The Committee also heard representatives of the indus- 

try in the fire insurance field, including the American Mutual 
alliance which submitted a tentative proposal for rate regula- 
tion in that field. The Committee then went on to state: (49) 

"The Committee is cognizant of the importance 

of rate regulatory legislation in the various 

states and the reasons therefor. It is felt 

that such legislation should be sufficiently 

flexible to meet the needs and characteristics 

inherent in the business and its regulation." 
The N.A.I.C. Sub-Committee on Federal Legislation met on March 7th 
through 10th, 1945 during which time Public Law 15 was signed. It 
jssued @ report analyzing the new law and comparing it with its own 
legislative proposal.(50) A formal report, dated March 10th, 1945, 
yas then prepared and forwarded to each insurance commissioner. (51) 
In that report, the Sub-committee stated: (52) 

"In so far as this Sub-committee is concerned 

our position is clear. We believe in state regu- 

lation and this Bill recognizes that principle. 

Under the Bill effective state regulation is re- 


quired if state regulation is to be preserved. 
The Bill presents a challenge to the states. 


(49) Id. p. 156 

(50) See page 39, supra. 

(51) 1945 N.A.I.C. Proceedings, pp. 156-160 
(52) Id. p. 160 








4882 THE INSURANCE INDUSTRY 


We believe the states can meet that challenge, 
We restate the fundamental principle to which 
we have consistently adhered, namely, that the 


states are under an obligation to provide ef- | were 

fective state regulation. Those states whose | 
statutes are deficient in that respect should | mess 
immediately address themselves to the task of t 
securing appropriate legislation designed to clay 
meet this new development." i 

i 

| 

A meeting of the Sub-committee was called for May 9.4 free 
’ 
1945, which was well attended by all segments of the industry 

The principal outcome of this meeting was the establishment of e legit 
fective coordination and liaison between the various industry oo, } along 
mittees and the N.A.I.C. Sub-committee through the creation of as 
what came to be known as the All-Industry Committee. The afore. -_ 
mentioned reports were adopted by the Executive Committee on Suge 

June 3, 1945. (53) ) 

The All-Industry Committee was composed of designated | all 
representatives of 19 national insurance organizations covering a)) aie 
branches of the insurance business. These organizations were; - 

: Ward 
American Institute of Marine Underwriters oR 
American Mutual Alliance &; 
American Life Convention ' fact 
American Reciprocal Association F 
Associated Factory Mutual Fire Insurance Cos. from 
Association of Casualty and Surety Executives : 
Bureau of Personal Accident and Health Underwriters | abe 
Health & Accident Underwriters Conference 
Insurance Executives Association 
Inland Marine Underwriters Association 
Life Insurance Association of America | 
National Association of Casualty and Surety Acents (54) 
National Association of Independent Insurers 
National Association of Insurance Agents (55) 


National Association of Insurance Brokers 

National Association of Mutual Insurance Agents 

National Board of Fire Underwriters 

National Fraternal Congress of America 

Surety Association of America \ 


(53) Id. p. 171 
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Four sub-committees of the All-Industry Committee 
yere formed, each to study the effect on the insurance busi- 
gess of one of the Federal antitrust acts; the Sherman Act, the 
clayton Act, the Robinson-Patman Act and the Federal Trade Com- 
gission Act. These sub-committees reported to the full Committee 
from time to time. 

In the meantime, the N.A.I.C. Committees on Federal 
legislation and on Rates and Rating Organizations were working 
slong parallel lines. These Committees operated on the basis 
that - "It was the responsibility of the National Association of 
Insurance Commissioners to prepare and submit to its members 
suggested drafts of fire and casualty rating bills."(54) 

The drafting of this legislation was assigned to a 
Sub-committee of the Committee on Rates and Rating Organizations 
which, after a series of hearings, prepared and submitted a pro- 
posed Casualty and Surety Rating Bill and a Fire and Inland 
warine Rating Bill to the Committees on Federal Legislation and 
on Rates and Rating Organizations, sitting jointly. Among the 
factors given weight by the Drafting Sub-committee was an excerpt 
from a report of the House Judiciary Committee on the bill which 


subsequently became Public Law 15, as follows:(55) 


(54) 1946 N.A,I.C. Proceedings, p.98 
(55) Id. p. 122 
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“Nothing in this Bill is to be so construed 

as indicating it to be the intent or desire 

of Congress to require or encourage the sev- 

eral States to enact legislation that would 

make it compulsory for any insurance company 

to become a member of rating bureaus or charge 

uniform rates. It is the opinion of Congress 

that competitive rates on a sound financial 

basis are in the public interest." i 


The Joint Report of the Committees,(56) to Which the 


draft bills were submitted, stated that in addition to the above 


quoted excerpt, the practices condemned by the Supreme Court in 


the S.E.U.A. case, were considered throughout its study and de. 


liberations. The Committees recognized the underlying Congressio,. 


al intent that while companies could act in concert, competition 


should be maintained. On this point, the report states:(57) 


(56) 
(57) 


"Furthermore, we recognize that Congress in en- 
acting United Siates Public Law No. 15 did so 


upon the understanding that in some phases of spec: 
the insurance business action in concert through 
rating bureaus may serve a useful public service; Rati 
the Congressional debates prior to the enactment 
of United States Public Law No. 15 amply established of t 
that fact. This Committee has proceeded upon the 
assumption that it was the intent of Congress that seri 


provision should be made in the State regulatory 
structure for companies acting individually and for 
companies action in concert; consequently, we have 


concluded to embody in our proposed drafts a decla- the 
ration of principle to that effect in the hope that 
it will serve as a continuing reminder to the State ing 
insurance administrators charged with enforcing the 
law to recognize the proper spheres of both types eith 
of operation." 

grou 

* ee eee HA HARA 
Ping 


"In order to insure competition and to effectuate : 
the intent of Congress that there be competition om 
in the business, this committee is of the opinion 


Id. pp. 94-101 
Id. pp. 99-100 
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that the proposed bills should recognize 

the quasi-public character of rating bureaus. 
They should contain provisions authorizing 
the organization of these bureaus and for 
supervision under appropriate licensing pro- 
visions by the State supervisory officials, 
and a provision for examination and visita- 
tion. The bill should provide for the freest 
possible use of bureau facilities by both 
members and subscribers, and unfairly re- 
strictive bureau rules should be eliminated. 
We regard as contrary to public policy pro- 
visions unduly restricting the activities of 
companies simply because they use bureau 
facilities. 


"3, The Committee is of the opinion that rates 
should not be excessive, inadequate, unfairly 
discriminatory or otherwise unreasonable, ir- 
respective as to whether they are filed by in- 
dependent companies or by companies acting in 
concert. Any other conclusions would be im- 
practical and not in the public interest." 

A sub-committee was named to reduce the drafts to 
specific form. On December 5, 1945, the Committee on Rates and 
Rating Organizations accepted the drafts and recommended the use 
of the bills as legislative guides for those states which sub- 
scribed to the principles set forth therein. 

The report and the accompanying bills were adopted by 
the Association on December 5, 1945.(58) Thereafter, the Draft- 
ing Sub-committee held several meetings, some together with 
either the All-Industry Committee or its smaller representative 
group - the Conference Committee of the All-Industry Committee. 
Finally, at a meeting held on May 17th and 18th, 1946, the Sub- 


committee, acting pursuant to a resolution, for the full 


(58) Id. p. 134 
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Committee, succeeded in reconciling the remaining areas of dis. 
agreement with the All-Industry Committee on the two model rate 
regulatory bills. The bills represented some revisions Of the pe made 
1945 draft, amended as of January 18th, 1946. The Nationa) Asso. 
ciation of Insurance Commissioners unanimously approved the re. | vere? 


ports and the rate regulatory bills on June 12, 1946, (59) 


Thus, after some fifty-six days of meetings (and myc) , 
research and study) of the Committee on Rates and Rating Organi. 
zations and its Sub-committee - the task of preparing two mode] 2. 
rating laws was completed, 

The parallel efforts of the All-Industry Committee were 
equally extensive. When one considers that it represented many 3. 
segments of the insurance business, some with very diverse an 
conflicting interests, the fact that agreement was reached on g 
wide an area and that compromise was achieved upon so many issue: | : 
by the Committee demonstrated beyond any doubt, the sincere desire | 
of the insurance industry to assist in complying with the "invi- 5. 


tation" extended by Public Law 15. 


(59) Subsequently amendments were proposed by the National Asso- 
ciation of Independent Insurers for the purpose of avoiding and 
possible misinterpretation of the intent of Section 4(a) 
and Section 5 of both the Casualty and Fire bills. These | {ll 
amendments were more popularly known as the "Moser" Amend- 
ments after Mr. Henry A. Moser, who represented the National 
Association of Independent Insurers. Incidentally, Mr. Moser | 
was characterized by one of the opponents of the All 
Industry-Commissioners Bill as "the hardest fighter for the 
All-Industry Bills". (Fisher-State Regulation of Insurers - 
The Case Against the All-Industry Bills, p.48). The “Moser 
amendments were adopted and approve y the National Asso- 


ciation of Insurance Commissioners with certain clarifying 
language. 


| 
| 3) 


| 
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Al Industry-Commissioners Bills 


In evaluating this legislation,(60) reference should 


pe made to the expressed purposes of the N.A.I.C. Committee 


thet formulated and developed the bills. Briefly stated, they 


vere! 


l. 


2. 


5. 


It is the intent of Congress that provision should be 
made in the State regulatory structure for companies 
acting individually and for companies acting in con- 
cert. 


To insure competition, the quasi-public character of 
rating bureaus should be recognized and the proposed 
bills should contain provisions for their licensing 
and supervision and also for examination and visita- 
tion. 


The bill should provide for the freest possible use 
of bureau facilities by both members and subscribers 
and unfairly restrictive bureau rules should be 
eliminated. 


Rates should not be excessive, inadequate, unfairly 
discriminatory or otherwise unreasonable whether 
filed by independent companies or by companies act- 
ing in concert. 


The legislation should not make it compulsory for 


any insurance company to become a member of rating 
bureaus or to charge uniform rates. 


Section 1 ("Purpose of Act") establishes the intent 


and policy governing the bills. That Section reads in part, as 


follows: 


",....Nothing in this Act is intended (1) 
to prohibit or discourage reasonable com- 
petition, or (2) to prohibit, or encourage 
except to the extent necessary to accom- 
plish the aforementioned purpose, uni- 
formity in insurance rates, rating systems, 
rating plans or practices. This Act shall 
be liberally interpreted to carry into ef- 
fect the provisions of this Section." 


(00) See Appendix B 
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A reading of the bills makes it evident how imple. 


mentation of these purposes was to be accomplished. Fylj 


recognition is given to the stability which cooperative action 


in rate-making achieves, and at the same time independence of 


operation by insurers desiring to act independently is provides | 


for and protected. Some of the provisions of the bill which 


preserve the opportunity for independent operations are; 


as 


Uniformity in rates, rate systems, rating plans or 
practices is neither required nor prohibited, ex- 
cept to the extent necessary to accomplish the regu- 
lation of insurance rates to the end that they shal) 
not be excessive, inadequate or unfairly discrimina- 
tory. (Section 1, 3(b). ) 


Independent rate filings may be made, which may be 
based on the experience of other insurers or rat- 
ing organizations. (Section 4(a) ). 


No insurer is required to become a member of or sub- 
scriber to any rating organization. (Section 4(b) ), 


Independent insurers may compile and collect loss 
and expense experience without becoming members or 
subscribers of rating organizations. (Section 10(a) ), 


No insurer is required to record or report its loss 
experience on a classification basis that is incon- 
sistent with the rating system filed by it. (Sec- 
tion 13(a) ). 


Compilations of loss and expense experience made by 
or on behalf of the Commissioner are, subject to 
reasonable rules, available to any insurer. (Sec- 
tion 13(a) ). 


Reasonable rate competition among insurers who are 


members or subscribers of rating organizations is provided for 


by other provisions of the bills. These are: 


| 


dent 


nemt 
tat 


tio 
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Le- 1. There is no limit to the number of rating or- 
ganizations which may be licensed. (Section 6). 


2, Subject to reasonable rules and regulations which 
tion | nave been approved by the Commissioner, each rat- 
ing organization must permit any insurer, not a 
> of member, to subscribe to its rating services. 
(Section 6(b) ). 
Vide | 
The reasonableness of any rule or regulation ap- 
plicable to subscribers, or the refusal to ad- 
mit an insurer as a subscriber, may be reviewed 
by the Commissioner upon request by the insurer 
involved. (Section 6(b) ). 


ich 3 


4, No rating organization may adopt any rule which 
would have the effect of prohibiting or regulat- 
ing the payment of dividends, savings or un- 
absorbed premium deposits allowed or returned by 
insurers to their policyholders. (Section 6(c) ). 


tu- 
11) 


. 5. Any member or subscriber may deviate from the 
" rates filed by its rating organization. 
(Section 7). 


b- 6, Members and subscribers may adopt their own 
) system of expense provisions. (Section 3(a) 2). 


7, Minority appeals to the Commissioner from actions 
. or decisions of rating organizations are provided 
) ) for. (Section 8). 
3 8, No filing or modification thereof shall be dis- 
\- approved if the rates thereby produced meet the 
requirements of the rating law. (Section 5(e) ). 
9, Rating services must be furnished to members and 
y subscribers without discrimination. (Section 6(b) ). 
In addition to preserving the opportunity for indepen- 
dent operation as well as for reasonable rate competition among 
members or subscribers of rating organizations, the bills con- 
| for 
tain provisions regulating the activities of rating organiza- 


tions, Among these are: 








THE INSURANCE INDUSTRY 


All rating organizations must be licensed, 
(Section O(a) ). 


A rating organization's constitution, by-laws, 
rules and regulations as well as qualifications 
to act as a rating organization are subject to 
— of the Commissioner. (Section 

a ° 


Examination of rating organizations at least 
every five (5) years is provided for. (Sec- 
tion 12). 


Cooperative activities and practices are subject 
to review by the Commissioner for unfairness, 
unreasonableness or inconsistency with law, with 


cial and desist order provided for. (Section 
a . 


Other pertinent provisions of the Model Bills are: 


The bills are not intended to prohibit or dis- 
courage any reasonable competition or to prohibit 
or to encourage uniformity of rates except to the 
extent necessary to accomplish the purposes of the 
bills, namely, to regulate "rates to the end that 
they shall not be excessive, inadequate or un- 
fairly discriminatory, and to authorize and regu- 
late cooperative action among insurers in rate 
making or other matters". (Section 1). 


Reinsurance is excluded (except joint reinsurance 
to the extent stated in Section 11) in the be- 
lief that rate regulation was unnecessary with re- 
spect to it. Accident and health insurance and 
aviation insurance are also excluded because of 


the peculiar problems relating thereto. (Section 2), 


An insurer may, by notice to the Commissioner, elect 
as to whether the Fire and Inland Marine Bill or the 
Casualty and Surety Bill will apply to so-called 
overlapping coverages. (Section 2). 


The general principles to be followed in the making 
of rates are recognized and the standards by which 
the Commissioner is to be guided in reviewing fil- 
ings made with him are stated. (Section 3(a) ). 
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Except to the extent necessary to meet the stand- 
ards prescribed by Section 3(a), the bills do not 
require nor prohibit uniformity among insurers in 
the making of rates. (Section 3(b) 5. 


The rate filings with the Commissioner may be 
made by an insurer or by a rating organization on 
its behalf. (Section 4(a), (b) ¥, 


Information in support of a rate filing may con- 
sist of the experience or judgment of the filer, 
the experience of other insurers or any rating or- 
ganizations, the filer's interpretation of any 
statistical data relied upon or any other relevant 
factors. (Section 4(a) ). 


If no supporting data is submitted the Commissioner 
may require the same to be furnished. (Section 


u(a) ). 


After a filing becomes effective, it shall be open 
to public inspection. (Section hia) ). 


There is a mandatory requirement upon the Commis- 
sioner to review filings as soon as reasonably 
possible. (Section 4(c) ). 


Filings are to be on file for a 15-day waiting 
period, which may be extended for another 15 days 
by the Commissioner, before becoming effective. 
If not disapproved during the waiting period, the 
filing is deemed to meet the requirements of the 
Act. (Section 4(d) ). 


The Commissioner is authorized to disapprove a 
filing before it becomes effective, without a 
hearing, by notifying the filer of the specific 
grounds on which he relied in making his determina- 
tion. (Section 5(a) ). 


If, after a filing becomes effective, the Commis- 
sioner finds that the filing does not meet the 
standards, or because of a change in the statisti- 
cal or economic picture, it does not. meet the re- 
quirements of the Act, he may, after a hearing, 
disapprove the filing. Such disapproval shall not 
be made retroactive. (Section 5(c) ). 











15. 


16. 


17. 


18, 


19. 
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Any person or organization aggrieved with re- 
spect to any filing which is in effect may ap- 
ply to the Commissioner. If the Commissioner 
finds that the applicant would be aggrieved 

if the specific grounds urged are established, 

he will grant a hearing. If, after the hearing 
he finds that the filing does not meet the Ped 
requirements of the Act, he may disapprove the 
filing. (Section 5(b) ). 


A deviation is effective for a year unless ter- 
minated prior thereto with the approval of the 
Commissioner. (Section 7). 


A member or subscriber of a rating organization 
may appeal to the Commissioner from the action 
of the organization in approving or rejecting 
proposed changes in or additions to filings, or 
from the failure of the rating organization to 
make a filing for the use of the insurer. 
(Section 8). 


Any person aggrieved thereby may obtain a hear- 
ing with the insurer or rating organization with 
respect to the application of a rating system to 
his insurance. The section also provides for 
specific means by which any insured person 
affected by a rate may obtain full information 
pertaining to it. (Section 9). 


Advisory organizations, which are organizations 
which furnish information to and assist rating 
organizations and independent insurers in rate 
making but which do not themselves make rate fil- 


ings, are also subject to regulation. (Section 10), 


Joint underwriting and joint reinsurance are 
subject to regulation and the Commissioner may 
issue a cease and desist order if he finds that 
any activity or practice in connection therewith 
is unfair, unreasonable or inconsistent with the 
provisions of the Act. (Section 11). 


Provision is made for the promulgation by the 
Commissioner or rules and statistical plans for 
recording and reporting of loss and country- 
wide expense experience; for interchange of rat- 
ing plan data; for the exchange of information 
and experience data with insurance supervisory 
officials, insurers and rating organizations of 
other states, and for consulting with them in 
order to further uniform administration of rating 
laws. (Section 13). 


eT 


of the 


or revi 
deher 8 
states | 
pattern 
Commi 8 8 
strike 
in rate 


which Ww 


rate re 


employe 


| 


— 
o> 
e— 
ll 
an ut 02s 2 O82 Oe oe 








THE INSURANCE INDUSTRY 4893 


21. A hearing procedure and judicial review of 
any order or decision of the Commissioner is 
provided for. (Section 17). 


92, Penalties, both monetary and loss or suspension 
of an insurer's or rating organization's li- 
cense are provided for in case of violation of 
the Act or for failure to comply with the Com- 
missioner's orders. (Section 16). 


merging Patterns of State Regulation 


In 1947, the year following approval by the N.A.I.C. 
of the two rating bills, new rate regulatory laws were enacted 
or revisions of existing laws were made in some 37 jurisdictions. 
ther states followed suit, so that at the present time, all 
states have rate regulatory laws. Almost all such laws are 
patterned, with some modifications, on the "All Industry- 
‘commissioners Bills" and reflect their philosophy, namely to 
strike a balance between the stability achieved by collaboration 


| {n rate-making and the freedom to act independently for companies 


| ynich wish to do so. 


But these Model Bills are not the only approaches to 


pate regulation. (61) There are at least two other basic methods 


employed by states to meet this problem. The first, for want of 





(1) The so-called "exclusive" or "monopolistic" state 
funds for workmen's compensation insurance (Nevada, 
North Dakota, Ohio, Oregon, Washington, West Virginia 
and Wyoming) are excluded from this discussion since 
it is only in a specialized and narrow sense that 
they can be said to represent an approach to state 
regulation of rates. 
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a better term, we will call "mandatory". This term applies 
primarily(62) to those state laws which require membership jp 
a specified rating organization before an insurer may write fin 
and allied lines of insurance.(63) Such laws exist in the Dis. 
trict of Columbia, Louisiana, Mississippi, North Carolina and 
Virginia. Some states which require membership in a rating or. 
ganization for companies writing fire and allied lines of insur. 
ance, have adopted the All Industry-Commissioners' approach with 
respect to casualty and surety rate regulation. 

The second type of rate regulation, which we will tem 
"permissive", is found in California. This type of regulation 
does not require rate filings by insurers(64) and expressly 


prohibits any agreement by insurers to adhere to a certain rate, 


(62) Included in this category are those states in which 
the responsibility for ratemaking is vested ina 
state agency. Among these are: Louisiana (Casualty 
and Surety Division - maximum casualty insurance 
rates); Massachusetts (Commissioner - Automobile 
bodily injury liability insurance rates); Texas 
(Board of Insurance Commissioners - maximum fire 
no Te rates, workmen's compensation insurance 
rates). 


(63) In some states, membership in a rating organization 
is required for other lines of insurance. California, 
Indiana, Minnesota, New Jersey, Wisconsin (workmen's 
compensation); North Carolina (workmen's compensation 
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(64) Rate filings are not required, also, in Idaho (casualty 
insurance); Missouri (casualty insurance); Montana (by 
independent casualty tnelirers’. 
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Each type of rate-regulatory legislation, i.e., the 
,ll-Industry Commissioners Model Bills, the "mandatory" law, 
and the "permissive" type, though differing in modus operandi, 
seek tO achieve the same goal, namely, the maximum degree of 
competition consistent with the public interest. 

The pertinent provisions of the All-Industry Commis- 
sioners Bills have been previously described.(65) The approach 
of this legislation lies somewhat between the "mandatory" and 
"permissive" statutes. It neither requires nor prohibits mem- 
ership in rating organizations. An insurer may make its own 
rate filing or have a rating organization of which it is a mem- 
yer or subscriber, file on its behalf. The standards to be ap- 
plied to the making of the rates are clearly set forth and fur- 
nish the basis upon which the state supervisory authority is to 
mke its determination as to whether such rates are excessive, 
inadequate or unfairly discriminatory. 

Laws patterned after the Model Bills specifically pro- 
yide that uniformity among insurers in any matters within the 
scope of the making of rates is neither required nor prohibited, 
except to the extent necessary to meet the requirement that rates 
shall not be excessive, inadequate or unfairly discriminatory. 

A filing may be disapproved in one of three ways. The 
first is upon the determination of the Commissioner that a pro- 
posed filing does not meet the requirement of the Act. The filer 
mas the right to request a hearing on such disapproval. The 


second method involves a disapproval subsequent to the effective 


(65) See discussion of the All-Indust 


Commi 
pp. 50-55, supra, ry ssioners Bills, 
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Gate of a filing if the Commissioner finds, after a hearing 
’ 


that the filing does not meet the requirements of the Act. Tr 


third method is upon application by any person or organizati 


aggrieved with respect to a filing. If the Commissioner finds 


that the grounds urged in the application, if established, would 


support the claim that the applicant is aggrieved, he must hold 


a@ hearing and make a determination as to whether or not the fi). | 


ing meets the statutory requirements. 


on | comm 88 4 


A member or subscriber of a rating organization in whos 


behalf a filing has been made must adhere to such filing unlegs 


it makes written application to the Commissioner for permission 


to file a deviation from the filing. 


land marine insurance, the deviation may be made from either 


class rates, schedule rating, plans or rules respecting any kind 


of insurance or class of risk within a kind of insurance or cop. 


bination thereof. The deviation in the case of casualty insuranc| 


is a uniform percentage decrease or increase. Such deviation is 


In the case of fire and ip. 
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effective 
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licensed 
surer ha 
vices Of 
without 

ableness 
insurer 


or insur 


provide 
scriber 


in appre 


to be applied to the premiums produced by the rating system file) 


for a kind or class of insurance which the Commissioner finds to 


be a proper rating unit for its application, or for a subdivision 


of a kind of insurance composed of a group of manual classifica- 


filings 


upon the 
of @ met 


pense p 


tions which is treated as a separate unit for rate-making purposes 


or for which separate expense provisions are included in the fil- 


ing made by the rating organization. An application for devia- 


tion is set down for a hearing after notice to the rating organi- 


zation involved. 


Each deviation authorized to be filed is 
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effective for a period of one year from the date permission 


18 granted, unless terminated sooner with the approval of the 


| commissioner . 


There is no limit to the number of rating organiza- 
tions which may be formed to act as such for any kind of in- 
surance or subdivision thereof. A rating organization must be 
licensed . Subject to reasonable rules and regulations any in- 
surer has the right to become a subscriber to the rating ser- 
yices Of the organization. Such services must be furnished 
without discrimination to members and subscribers. The reason 
sbleness of any rule or regulation or the refusal to admit an 
insurer a8 @ Subscriber, may upon the request of any subscriber 
or insurer be reviewed by the Commissioner. 


To protect the rights of a minority, the Model Laws 


) provide for an appeal to the Commissioner by any member or sub- 


sriber from an action or decision of the rating organization 


| in approving or rejecting any proposed change in or addition to 


filings of the rating organization. An appeal may also be based 
yon the failure of the organization to make a filing on behalf 
of a member or subscriber which is based upon a system of ex- 
pense provisions differing from the system included in the fil- 
ing made by the rating organization. 

While cooperation among rating organizations or in- 
surers in rate-making or other matters is authorized, the Com- 
nissioner has the power to review such cooperative activities and 
practices. If after a hearing, he finds any activity or practice 
to be unfair, unreasonable or inconsistent with the statute, he 


my issue a cease and desist order to the rating organization. 
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Advisory organizations, namely, those which assist 
insurers that make their own filings, or assist rating organi- 
zations in rate-making by collecting and supplying loss or ex. 
pense statistics or by recommendations, but which make no fi}- 
ings, are also regulated and supervised. Organizationsof in- 
surers engaged in joint underwriting or joint reinsurance are 
similarly subject to regulation by the State supervisory au- 
thority. In the event that any acts or practices of advisory 
organizations or organizations engaged in joint underwriting or 
Joint reinsurance are found by the Commissioner to be unfair, 
unreasonable or inconsistent with the provisions of the Act, 
he may issue a cease and desist order to the organization, 

Examinations and visitations of rating and advisory 
organizations are provided for. Examination of a rating or- 
ganization is required at least once every five years, while 
that of an advisory organization is left to the discretion of 
the Commissioner to make as often as he may deem expedient, 

While hearings before the Commissioner are provided 
for in many provisions of the Model Laws, a catch-all provision 
affords to any insurer or rating organization aggrieved by a 


decision or order of the Commissioner made without a hearing to 


make a written request to the Commissioner for a hearing thereon, 


In all instances, after a hearing the aggrieved party has the 


right to a judicial review of the determination, decision or 


order of the Commissioner, 
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Following the adoption by the states of rate-regulatory 
legislation and, more particularly, legislation patterned after 
the All-Industry Commissioners approach, individual state insur- 
ance commissioners were frequently required to interpret and 
apply the general principles enunciated. 

Since the entire area of rate-making was in a state of 
flux and it was not possible to anticipate the changes that would 
occur, the principles of regulation and statutory standards were 
stated in broad terms. Interpretation and implementation were 
left to discretion on the part of the supervisory insurance au- 
thority so as to provide sufficient flexibility to meet such 
changing conditions. As in the case of all general statutory re- 
quirements, differences in interpretation inevitably arose. Such 
differences could, in many instances, only be satisfactorily re- 
solved by the test of litigation, either administrative or judicial. 

In Cullen v. Bohlinger, 284 App. Div. 963, (1954), app. 
dism. 308 N.Y. 886, app. dism. 350 U.S. 803, a decision by the 
New York Superintendent of Insurance, upholding the right or an 
insurer to file independent rates for dwelling coverages while 
subscribing to other rate services, i.e., the right to partial sub- 
scribership, was sustained. In the Superintendent's decision, 
dated September 14, 1954, he pointed out that while Public Law 1° 
permitted insurers to act in concert in rate-making, that law and 
the All-Industry Commissioners Model Laws, as adopted in New York, 


were never intended to sustain a monopoly by a rating organization 
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of fire rating services. He further pointed out that the rat- 


ing sections of the New York Insurance Law provided for reason- supré 
able competition and that independent filings were reasonably guste 


calculated to achieve the type of competition which was intendeg 
by both Congress and the New York State Legislature. In sus- 
taining the right to partial subscribership, the Superintendent 
of Insurance also protected the right to make independent filings, 
If the insurer in question was forced to become a full Subscriber, 
then, of course, the only remedy available to it would be an ap- 
plication for a deviation. 

The decision in Cullen v. Bonhlinger, supra, was cited 
with approval and followed by the Supreme Court of Arizona ina 
case which also upheld the right of an independent insurer to 
partial subscribership to rating organization services. (Pacific 
Fire Rating Bureau v. Insurance Company of North America, 321 P, % 
14030 (1958)). The decision likewise was cited with approval by th 
Pennsylvania Insurance Commissioner in a proceeding attacking an 
assessment of partial subscribers by a rating organization. The 


Commissioner, in holding such assessment unreasonable and dis- 


was 
approving the method adopted for such assessment, pointed out that 
deci 
the purposes of the model laws would be defeated if on the one } 
by t 


hand, the rating organization recognized the privilege of partial 
subscribership, but on the other hand made that privilege so 


costly as to be economically prohibitive for the insurer to ex- 


ercise. 
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At- Subsequent to the decision in Cullen v. Bohlinger, 
son- supra, another Superintendent of Insurance of New York, in 
ly sustaining a rate filing by an independent insurer stated: 
ended 
3- "Section 180 of the Insurance Law provides at 
the very beginning that the main purpose is 
jent ‘to promote the public welfare'; and second- 
arily and in aid of such purpose to provide co- 
Llings, operative action. There is nothing in the Law 
which says that the rating bureaus shall be 
criber, paramount. To hold otherwise would not be in 
the public interest. As a matter of fact, com- 
1 ap- petition in the public interest is encouraged. 


What is meant by competition is that it shall 
be clean, open and reasonable. There is no 
mischief in that kind of competition. The 


ited laws which had for their purposes the modifi- 
cation of anti-monopoly pronouncements were 
ina justified with respect to rate-making in the 
insurance field by the belief that the combi- 
to nation of experience would more readily lend 
itself to practical rates. But, in permitting 
acific this combination through rating bureaus,it was 
not intended to destroy competition and to 
21 P, 2% make rates uniform.” (In the matter of the 
Independent Rate Filing for Dwelling Classes 
l by th by the North America Companies, decision 
Sept. 4, 1957) 
1g an 
The 
, The principle of competition in insurance rate-making 
S- 


was reaffirmed by the New Jersey Commissioner of Insurance in a 
At that 


decision, dated January 7, 1958, in sustaining a deviation filed 
ne 


te by the Merchants Indemnity Corporation. The Commissioner 
artia 
> 


ex- 
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pointed out that, while rate-making in concert was permitted 
by the New Jersey statute, the making of independent filings 
by individual insurers and price competition through deviations 
were permitted and encouraged by that law. 

The above-cited decisions of the various state in- 
surance departments reflect the policy of applying the prin- 
ciples of free enterprise in such a way as to further the Con- 


gressional mandate for competitive opportunity in insurance, 
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The mandatory membership approach is exemplified by 
the Virginia statute which requires all insurers writing fire 
and allied lines of insurance to become members of the Virginia 
Insurance Rating Bureau. Virginia has an early history of 
insurance regulatory legislation dating back to the 1860's, 

As a matter of fact, one of the landmarks of insurance litiga- 
tion, Paul v. Virginia, supra, (66) was decided by the Supreme 
Court some 75 years before the S,.E.U.A. case. As with most of 
the pioneer states in insurance regulation, Virginia's laws 
have run the gamut from an absolute minimum in regulation to its 
present system of mandatory membership in a rating organization 
for fire, automobile liability and automobile physical damage 
insurance. In 1898, Virginia enacted an anti-compact statute. 
Within four years, it was repealed because it brought in its 
wake chaotic conditions, unreasonable competition and discrim- 
inatory rates and practices, By such repeal, the Virginia 
legislature, in effect, invited collaboration in rate-making 
through a voluntary rating organization. 

Although a Bureau of Insurance was created by statute 
in 1906, it was not until 1928 that the Virginia Commissioner 
of Insurance was given clearly defined authority over rates 
charged in Virginia, From 1920 on, the law required insurers 
to file rates on fire insurance or through rating organizations 


with the Commissioner but no prior approval was necessary and no 


(66) 8 Wall. 168 
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provision was made for disapproval of the rates filed. However, 
in 1926, a full investigation of rate-making in Virginia was 
called for by the General Assembly. As a result, a special 
Commission recommended setting up a new Inspection and Rating 
Bureau organized under the constituent insurance authority of 
the state, the State Corporation Commission. 

Legislation was enacted which required insurers writing 
fire insurance in Virginia, with a few exceptions, to become 
members of a Virginia Rating Bureau and to file their rates 
through that Bureau. The law contemplated the filing of a 


uniform schedule of rates for all member companies with provision . 


for deviation by any member from such rates upon a showing that 
the deviation was justified, This provision was intended to 
permit healthy competition. The constitutionality of the new 
legislation was upheld by the Supreme Court of Appeals of 
Virginia. (67) 

After the enactment of Public Law 15, the General 
Assembly of Virginia directed the Advisory Legislative Council 
to make a study of any changes necessary to conform to the S,E,U,A 
decision and Public Law 15, Ultimately, acting on the recom- 
mendations of the Council, the General Assembly adopted the All- 
Industry-Commissioners approach for the kinds of insurance 
previously non-regulated, but continued the mandatory Rating 


Bureau System for fire and allied lines of insurance. This was 


(67) Aetna Ins. Co. v. Commonwealth, 160 Va. 698, 
169 S.E. 859 (1933). 
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the same approach that Congress itself used in regulating fire 
insurance rates in the District of Columbia. (68) 

The Virginia Insurance Rating Bureau continues under 
the supervision of the State Corporation Commission, the con- 
gtituent insurance authority in Virginia. The Bureau's 
authority is limited, It may make recommendations as to fire 
{insurance rates to the Commission, but justification must always 
pe fully made, and usually at a public hearing. The final word 
on adoption or modification of a rate, rule or form rests solely 
with the Commission, The Rating Bureau has no power to enforce 
its rules or punish violators. All enforcement, by statute, is 
left to the Commission, 

All applications for deviations are judged by the 


same standards. To illustrate the Commission's policy, it re- 


cently wrote in an opinion on a deviation case: 


"All insurers do not operate in the same 
manner, and an insurer which by reason of 
its method of operation can operate at less 
cost should be permitted to pass on to the 
public such savings as a result therefrom 
in the form of lower rates. This is fair 
both to the company and to the public and 
it has been the policy of the Commission 
to permit those companies which have lower 
expense ratios than those established for 
all companies to deviate from the rates 
fixed by the Commission on the basis of 
such lower expenses," 


(68) District of Columbia Code, Sec. 35-1404, 
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There are currently 72 deviations from manual rate, 
half of which are from rates filed by the Insurance Rating 
Bureau. (13 Fire, 20 Auto Physical Damage, and 3 Homeowners), 
In the last five years, only seven public hearings have been 
necessary on applications for deviations from the Rating 
Bureau's filings. In two cases, deviations were granted. In 
three of the remaining matters, appeals were taken to the 
Supreme Court of Appeals of Virginia, The action of this 
Commission was sustained by the Court in one of these cases and 
the other two are still pending. 

In 1958, deviating companies wrote a total premium 
volume of $31,715,788 of which $11,211,921 represented premiums 
for the kind of insurance for which the Virginia Insurance 
Rating Bureau files rates. There are 18 deviating companies in 
the automobile liability field, 20 deviating companies in the 
physical damage field and 13 deviating companies in the fire 
field. 

A third method of rate regulation which seeks to 
encourage competition consistent with the public interest is 
represented by the California approach. In contrast to 
Virginia's manadatory requirement of membership in a rating 
organization, California has a "permissive" system similar in 
some respects to that provided for in the All-Industry Com- 
missioners Bills, 


Under the California law, an insurer is not required 


to become a member of a rating organization. Cooperation 
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petween insurers in rate-making and other related matters is 
authorized. The existence and operation of rating organizations 
and advisory organizations in California are similarly authorized. 
While there are a number of other points of similarity between 

the Model Laws and the California statute, there are certain 
important differences in the system of rate regulation between 
these two approaches, 

The California Insurance Code does not require an 
insurer to make a filing with the Commissioner of rates, rating 
plans, statistical plans, policy forms or underwriting rules. 
Nor is prior approval by the Commissioner required before a 
rate becomes effective. In making rates, an insurer must comply 
with certain standards which substantially follow the language 
of the Model Laws. Similarly, the Code provides that the rates 
so made and used may not be excessive, inadequate or unfairly 
discriminatory. However, the statute specifically defines the 
terms "excessive" and "inadequate" as follows: 

"No rate shall be held to be excessive unless 

(1) such rate is unreasonably high for the 

insurance provided and (2) a reasonable degree 

of competition does not exist in the area with 

respect to the classification to which such 

rate is applicable, 

"No rate shall be held to be inadequate unless 

(1) such rate is unreasonably low for the in- 

surance provided and (2) the continued use of 

such rate endangers the solvency of the insurer 

using the same, or unless (3) such rate is un- 

reasonably low for the insurance provided and 

the use of such rate by the insurer using same 


has, or if continued will have, the effect of 
destroying competition or creating a monopoly." 
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In view of the fact that no rate filing is submitted 
for examination and study prior to its effective date, a heavy 
responsibility is placed upon the Commissioner to exercise con- 
stant vigilence to prevent excessive or inadequate rates and to 
anticipate from evaluation of trends any possibility that the 
stage may be set for the creation of a monopoly by the use of 
unreasonably low rates. 

Although there is no requirement of membership ina 
rating organization or the necessity for the filing of rates by 
an insurer, the role of rating organizations in rate-making is 
recognized. However, the statute requires that, to operate as 
such, the rating organization must meet certain qualifications, 
(By statutory definition, a rating organization also includes 
two or more insurers which act in concert for the purpose of 
making rates, rating plans or rating systems). The qualifica- 
tions so established are somewhat similar to those contained in 
the All-Industry Commissioners Bills. Membership or subscriber- 
ship in a rating organization must be available to any admitted 
insurer at a reasonable cost and without discrimination, 

As a member or subscriber of a rating organization, 
an insurer is free to use the rates, rating systems, underwriting 
rules or policy or bond forms of the organization, either con- 
sistently or intermittently. However, members and subscribers 
may not agree with each other or with rating organizations or 


others to adhere thereto. The fact that two or more insurers, 


whether members or subscribers of a rating or advisory organization 
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or not, use the rates or rating systems adopted by such organ- 
4zation or rules or forms prepared by it is insufficient in 
itself to esablish an agreement to adhere. Nor may a rating 
organization require such adherence by its members or subscribers, 

While insurers are not required to make a rate filing 
with the Commissioner, nor is prior approval necessary before 
such rates become effective, the statute provides for a review 
of a rating plan or system or underwriting rule on application 
by any person aggrieved thereby. The procedure so established 
provides for a first stage of appeal to the insurer or rating 
organization to review the manner in which the rating plan, 
system or rule has been applied to him. If the request is not 
granted within 30 days, it is deemed rejected. A second stage 
appeal to the Commissioner is then provided from a rejection 
of the review requested or a failure or refusal to grant all or 
part of the relief applied for. If the Commissioner finds that 
the complaint charges a violation of law and that the complainant 
would be aggrieved if the violation is proven, notice is sent 
to the insurer or organization involved, stating in what manner 
and to what extent noncompliance is alleged and requiring its 
correction within a reasonable time. In the event the changes 
are not made within the time so specified, the Commissioner may 
hold a public hearing. If it is established thereon that a vio- 
lation exists, the Commissioner may issue an order barring the 
further use of the rating or rating system in contracts made 


thereafter, 
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An additional method of reviewing the rates establisheg 
by an insurer or the rates made by the rating organization is by 
examination of the insurer or the organization. Under the law, 
the Commissioner may, at any reasonable time, cause an examina- 
tion to be made of an admitted insurer to ascertain whether the 
insurer and every rate and rating system used by it complies 
with the requirements and standards of the statute applicable 
thereto. 

Records of experience, and of the data, statistics 
or information collected or used in connection with the rates, 
rating plans or systems, rules or forms, are required to be 
maintained and to be available to the Commissioner at all 
reasonable times to determine compliance with the law. If the 
insurer is a member or subscriber of a licensed rating organi- 
zation, the maintenance of such records in the office of the 
rating organization is deemed to meet this requirement. In 
addition to the examination of the insurer, the Commissioner 
is empowered to examine the officers, managers, agents and 
employees of the insurer or organization involved, 

A rating organization must be examined by the Com- 
missioner at least once every five years and as often as may be 
reasonable and necessary. In such examination, the Commissioner 
is directed to ascertain whether any rate or rating system made 


or used by the organization complies with the statutory require- 


ments and standards. 
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If it appears on the basis of information obtained 
py the Commissioner after examination or from other sources, 
that any rate, rating plan or system made or used by an insurer 
or rating organization does not comply with such requirements 
and standards, notice specifying the extent of such noncompliance 
4s sent to the insurer or organization concerned requiring its 
correction, The procedure which thereafter fcllows is similar 
to the remedy afforded to an aggrieved policyholder which was 
previously outlined. 

Advisory organizations and associations of insurers 
engaged in joint underwriting and joint reinsurance, while not 
required to be licensed before conducting their operations, must 
file with the Commissioner a copy of their constitutions, 
articles of incorporation, agreement or association, and by-laws 
or rules and regulations governing their activities, a list of 
their members, and in the case of advisory organizations, lists 
of subscribers, as well as the name and address of a resident 
agent for service of process, They are prohibited from engaging 
in any unfair or unreasonable practice with respect to such 
activities. Such organizations are required to maintain records 
in the same fashion as rating organizations and are also subject 
to examination by the Commissioner at least once every five years. 

The statute provides for the imposition of penalties 
for violations ranging from monetary penalties up to the severe 


penalty of outright revocation of the license, 
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When the Committee on Rates and Rating Organizations 
reported out the All-Industry Commissioners Bills, it pointed 
out that they did not represent "the ultimate or last word in 
rating bills. It is recognized that the science of rate regu- 
lation is a progressive one and that chanzes in thinking will 
occur as our experience and stock of knowledge increase,."(69) 
In line with this thinking, the National Association of 
Insurance Commissioners, with twelve years of experience in 
state rate regulation, at its June, 1959 meeting, approved the 
appointment of a subcommittee to make a study of the entire 
system of rate regulation in order to determine in what 
respects it could be strengthened or improved. A meeting of 
this subcommittee was held on October 13, 1959 in Chicago. At 
that time, the subcommittee outlined the scope of its study 


as follows: 


le The entire pattern of rate-making countrywide. 


a) The liberal, California type. 

b) The mandatory, Virginia type. 

c¢) The All-Industry Commissioners Laws. 
d) Others, 


Ze Problems that have arisen in the operation of 
the above laws. 


Se Rules and regulations of the various states in 
the rating field, 


4, The extent to which these regulatory techniques 
have worked out in the public interest and in 
accordance with the declared intent. 


(69) 1946 N.A.I.C. Proceedings, p. 396 
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ons 5. Consideration of the following suggested basic 
changes in rate regulatory philosophy: 

- ) a. “An appropriate amendment to the McCarran- 

in Ferguson Act to .... require that State 
regulation enacted pursuant to that Act, 

ZU- must, in order to provide exemption from 
the Federal Antitrust Laws, guarantee 

ll (a) that no insurer shall be required to 
adhere to uniform rates or policy forms, 

9) or to become affiliated in whole or in 


part with a rating bureau, but that every 
insurer shall be allowed without pro- 
cedural hindrances or delays to promul- 
gate independent rates or deviations from 
rating bureau rates; (b) that insurers 

the acting in concert through rating bureaus 

» or otherwise shall not interfere through 

legal processes or otherwise with in- 
dependent rate filings, deviations, or 
any other means of competition; and (c) 
that no insurer shall be denied in any 

P other manner the free and unrestrained 
right to take action independent of any 

At trade organization or other combination 
of insurers."(70) 


be. "se. the system whereby each insurer sets 
its own rates, but where all companies 
would belong to a statistical bureau. The 
Agency would develope pure premium upon the 
combined loss experience of all carriers 
since practice has demonstrated that sound 
actuarial principles requires the pooling 
of experience. No company would be per- 
mitted to charge a rate less that this pure 
premium, Final rates would be calculated 
by each insurer loading the pure premium 
with the amount necessary for overhead, in- 
cluding acquisition costs and profit."(71) 


c. The California approach.(72) 


ad. Others. 


(70) Statement of W. Perry Epes before the Subcommittee on 
Antitrust and Monopoly of the Committee on the Judiciary, 
United States Senate, May 27, 1959, pp. 47-48 


(71) Donald B, McHugh, Address, Zone 2, N.A.I.C., April 3, 1959. 
(72) See pages 68 through 73 , supra. 
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Evaluation of specific aspects of the All-Industry 
Commissioners approach, particularly those 
sections relating to: 

a. Aggrieved party concept. 

b. Deviation - one year limitation, 

c. Rates, rules and forms. 

d. "Deemer" clause. 


e. Partial subscribership. 


f, Availability for public inspection of 
proposed rate filings. 


&. Approval or disapproval - all or any part. 


h. Standing of rating organizations in con- 
nection with deviations. 


i, Other provisions of the All-Industry 
Commissioners Model Laws. 


The first hearings of the subcommittee are scheduled 


for November 16th and 17th, 1959 in Chicago. 
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III - OCEAN MARINE INSURANCE 





Marine Insurance, probably the oldest form of in- 
demnity, had its origins with the beginning of civilization 
in the Middle East and the spread of navigation on rivers and 
seas. it was and has remained an indispensable adjunct of 
commerce between peoples. The early shippers traveled with 
their wares and shared losses with their colleagues, as by 
jettison of cargo necessary to save a vessel from wrecking or 
foundering. 

A more formal type of risk-bearing by lenders and 
professional insurers crystallized in the Twelfth and Thirteenth 
Centuries, notably in Italy and in Germany. This system of 
coverage against ocean marine hazards rapidly spread elsewhere 
in Europe and in England. In the latter country, it underwent 
its greatest development leading to the forms, coverages and 
practices presently in use throughout the maritime world. 

Ocean marine insurance is of necessity imbued with an 


international character since it provides coverage against all 


u“ 


of the physicai risks of international trade. Vessels, freights, 
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vesseis and shipment of cargoes may be insured without 
geographical limitation, Furthermore, insurance may be obtained 


from underwriters anywhere in the world in accordance with the 
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status of the market and the arrangements between the parties 
at interest. 

Policies are "all risk" in nature and usually protect 
against all of the hazards of the sea and even of man. The 
second category may include detentions, seizures and war damage, 

Because of the individual nature of each risk and the 
multitudinous diverse factors to be considered, ocean marine 
insurance is peculiarly subject to individual judgment in 
ratemaking. These factors have hitherto been presented for 
your Committee's consideration and do not require reiteration, 
However, individual judgment and negotiated rates have operated 
throughout history to make this insurance market the most 
flexible and responsive to the needs of assureds, 

A free market has existed in the United States under 
state regulation and competition, both domestic and foreign has 
operated to keep rates in line. Conversely, in countries with 
discriminatory insurance laws and rates fixed in favor of 
national companies, the highest marine insurance rates have 
resulted. In this country, state laws against discrimination 
and monopolistic practices as well as constant supervision and 
regular examination of insurers have worked to prevent and 
eliminate any such tendencies. 

The early history of marine insurance in the United 
States nad been one of an active market serving an energetic 
and srowing merchant marine until the Civil War period. There- 


after, the American merchant marine declined and with it the 
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domestic marine insurance facilities until the advent of World 
war I. With the rebirth of an American merchant marine, Congress 
pecame concerned with encouraging development of an American 
marine insurance capacity to serve American shipowners and 
to compete with British underwriters who had most of the existing 
market. 

In the Shipping Act of 1916, Congress directed the 
United States Shipping Board to: 

"Examine into the subject of marine 

insurance ---- and ascertain what steps 

may be necessary to develop an ample marine 

insurance system as an aid in the develop- 

ment of an American merchant marine." 
This study and numerous committee hearings led the Congress to 
enact Section 29 of the Merchant Marine Act of 1920, which 
exempted marine insurers from the provisions of the anti-trust 
laws. Its effect was to permit associations of marine insurance 
companies to collectively transact marine insurance and reinsur- 
ance in the United States and abroad and to apportion among the 
membership thereof, through reinsurance or otherwise, the risks 
so written. Companies not previously writing marine insurance 
became attracted to the field. 

The immediate result of the act was the formation, 
in July 1920, of the American Hull Insurance Syndicate at the 
instigation of and with the active encouragement and sponsorship 
of the House Committee on Merchant Marine and Fisheries. Thus, 
it became possible for American marine insurers to combine to 


provide the larger limits and other facilities necessary to 
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compete in the world market. Through this syndicate, a tota] 
of $2,500,000 could be written on any one vessel compared with 
about one-fifth that sum previously provided by the American 
market, The Hull Syndicate now has a capacity of $10,000,000 
for any one vessel, shared among its eighty-four member 
companies, 

Other ’*marine syndicates and pools were formed to 
write other types of hulls and special categories of risks such 
as tugboats, Great Lakes vessels, foreign hulls and builders’ 
risks. Joint marine underwriting associations were also created 
to insure certain specialized kinds of commodities, to write 
protection and indemnity (sea-going compensation and liability) 
risks, and to write marine insurance generally for their member 


companies who did not have marine departments. Joint enterprises 


such as these not only provided the advantages of creating addition, 


capacity and the spreading of risks but also made possible the more 
economical absorption of the expense of skilled personnel in the 
underwriting, loss adjustment and inspection and survey activities, 
In addition to participations on this basis, many companies 

began to write some forms of marine insurance directly. 

From 1920 on, the United States marine insurance market 
developed rapidly under the encouragement of Federal and state 
statutes. Several states modified their tax laws to aid their 
marine insurers against alien competition by taxing marine under- 


writing profits, if any, rather than gross premiums, A strengthened 


American market was of great assistance to the war effort during 
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world War II. The American Cargo War Risk Reinsurance Exchange, 
composed of some one hundred and fifty companies, provided war 
risk coverage throughout the war to all American shippers and 
importers. The American Hull Insurance Syndicate continued 
writing war risk coverage on hulls at the request of the 
Government after hostilities began and very large losses were 
incurred until the Government requisitioned all American vessels 
and insured war risks by its own fund. 

A heathy American marine insurance market has also 
contributed greatly to the peace-time economy of the country. It 
has facilitated the maintenance of an American merchant marine, 
promoted international trade and brought down the cost of ocean 
marine coverages to the insurance buyer. The active competition 
petween domestic insurers and foreign underwriters, principally 
British, has resulted in recent years in the lowest level of 
marine insurance rates in history. The absence of rate regulatic 
considered impractical and unnecessary in this field and impossible 
to apply to foreign underwriters, has enabled America:: insurers 
to meet competition readily without the loss of desirable business 
occasioned by regulatory delays, 

While the American marir-. insurance market has grown 
over the past four decades, it is still far overshadowed by the 
British market. Net ocean marine premiums earned by insurers in 
the United States ior 1958 amounted to about $209,000,000. It 
is estimated that the total for the British market was about 


two and a half times that amount. American underwriters would 
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like to achieve the world-wide diversification of London 


Lloyd's and other British insurers. London still has pre- 


eminence as a reinsurance market for American insurers. However, 


domestic insurers are accepting a growing percentage of direct 


and assumed marine premiums from abroad, and it appears that 


the gap between the American and British markets is gradually 


narrowing. 


The active and competitive market in marine insurance 


has benefited the American policyholder as shown by recent 


experience, The average ratio of losses incurred to premiums 


earned was slightly over 67 per cent in the last five years, 


In very few lines of property insurance do the insureds receive 


that much of the premium dollar. in two of the last five years, 


American ocean marine insurers operated at a loss and the 


average net return after expenses for the five years was less 


than 3 per cent. 


What type of supervision is exercised by the various 


states over insurers writing ocean marine lines? It has been 


alleged that there is none because wet marine rates are not 


susceptible of regulation. In point of fact, marine insurers 


are subject to all of the other myriad statutes and regulations 


applicable to insurers generally - as to organization, capital 


and surplus requirements, investment rules, policyholders' 


reserve obligations, codes of official conduct and statutory 


examination requirements, - to name some of the principal guide- 


posts of supervision, 


In addition, many states have laws against 
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unfair trade practices and trust and monopoly acts comparable 
to the Federal statutes in the anti-trust sphere. 

Examination of marine insurers, as in the case of 
other types of companies, comprises, besides verification of 
financial condition,an investigation of all phases of operation, 
corporate minutes, contracts, reinsurance agreements, appoint- 
ment of agents, setup of branches and treatment of policyholders 
and claimants. A National Association of Insurance Commissioners' 
"Manual of Examination Practice and Procedure" supplements 
individual state statutes and regulations on most examinations 
which are jointly conducted and sponsored by the N.A.I.C. on 
pehalf of all of the states in which the subject company is 
entered. During interim periods, marine insurers are also 
subject to annual and quarterly statement filing requirements 
and to special investigations, examinations, Departmental 
hearings and administrative actions. 

A special problem of state supervision was the exam- 
ination of marine syndicates and underwriting associations 
through which a large percentage of marine insurance is written 
in the United States. These organizations were in effect branch 
offices of their member companies and as such were examined 
incident to the examination of the companies themselves, 
However, while this resulted in frequent examination of those 
offices, the examinations were superficial since for any one 
member, the share of the joint assets and liabilities was 


relatively negligible. In December 1946, the N.A.I.C. passed a 
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resolution which provided a comprehensive and uniform plan we 
for the separate examination of pools, syndicates and other co 
underwriting associations and the filing of separate examination it 
reports thereon. Since that date, this plan of examination has se 
proved its worth and there have been a number of examinations | th 
at regular intervals of all of the principal underwriting gr 
associations. po 


One of the first N.A.I.C. examinations of a large 


marine underwriting association under this plan might be cited po 
as an example of the disclosure and correction of a misleading 7 
competitive practice, The Pacific Department of the Association in 
was found to be representing London Lloyd's through a corpora- vi 
tion owned by some of the officers in the direct sale of surplus th 
line policies, The net profits were divided among the corpora- co 
tion, the underwriting association and certain employees of the : vi 
latter, This conflicting, confusing, and, in some respects, po 
illegal representation, was immediately terminated upon the or 
recommendation of the examiners. kt 

The record before your Committee indicates the results st 


of a recent investigation of several years duration conducted 
by the Federal Trade Commission into all of the activities - 
rates, forms, practices, etc., of the domestic ocean marine 
insurance market. The evaluation of the report by the Division 
of Insurance of the Maritime Administration in the Department of 
Commerce is also part of the record, No action was considered 


necessary since some of the acts referred to which might have had 


a tendency to reduce competition or affect rates occurred and 
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were terminated prior to the expiration of the moratorium 
contained in the McCarran-Ferguson Act. Other concerted activ- 
{ties in the writing or reinsurance of risks were exempted by 
Section 29 of the Merchant Marine Act of 1920. In general, 
the Maritime Administration found competition to be present and 
group underwriting to be necessary although improvement was 
possible in certain respects, 

It is apparent that it has been national and state 
policy to encourage American marine insurers to meet foreign 
competition through collective action. At the same time state 
insurance departments, individually and collectively, have been 
vigilant in their supervision of company operation. Certainly 
this is one field of insurance in which the volume of public 
complaint has been comparatively small. However, state super- 
visors can be depended upon, and it will continue to be the 
policy of the N.A.I.C., constantly to review their controls in 
order to prevent unfair trade practices or conspiracies of any 
kind in restraint of trade and in violation of Federal and 


State laws. 
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IV = FIRE INSURANCE RATE MAKING 





Fire insurance rates, rating schedules, rating rules 
and forms are subject to the rate regulatory requirements of the re. 
spective state insurance codes. Rate filings are required in all 
States except one, 

In most states, there is an individual fire rating bureay 
for the particuler state, which is engaged in developing rates and 
pertinent rating data, and filing such material with state super. 
visory officials on behalf of its member and subscriber companies, 
Such companies may deviate from the rates and rules filed by such 
rating organizations subject to the statutory provisions of the 
applicable insurance code. Independent filings are also permitted 
in such states, subject to statutory requirements, 

In a few states (La., Miss., N.C., Va. and Dist. of 
Columbia), fire insurance rates are promulgated by statutory 
rating bureaus. In Texas the State Insurance Board promulgates 
rates. Deviations are permitted in these states subject to 
statutory requirements, 

Specialized rating bureaus, such as the Factory 
Mutual Rating Bureau and the Mill and Elevator Rating Bureau 
have been organized for the purpose of rating special types of 
risks, The Factory Mutual Insurance Rating Bureau, licensed 
in all except a few states, consists of 9 mutual companies, It 


makes and files rates for sprinklered and highly protected risks, 


The Mill & Elevator Rating Bureau, licensed in 32 states, con- 
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sists of 7 mutual companies. It makes and files rates for 

cereal and flour mills, ana grain elevators relating to such 

risks. 

Several hunared town and county mutuals, also referred 
to as assessment cooperatives, specialize in writing fire and 
extended coverage insurance on farm properties on an assessment 
pasis subject to the statutory requirements of the respective 
states. 

Fire Rates 

Fire insurance rates may be classified in two principal 
categories, namely, (a) class rates sometimes referred to as 
"minimum" retes, and (b) schedule or specific rates. 

Class Rates 

Class rates may be defined as rates which apply 
uniformly to all risks within a particular occupancy classifica- 
tion with differentials provided to reflect principally differ- 
ences in type of construction (brick or frame) and in community 
public fire protection. The types of risks generally eligible 
for class rates are those which are so similar in fire hazards 
that it is deemed unnecessary to make individual inspections to 
differentiate one risk from another. Private dwellings, including 
household contents in such risks, constitute the largest occupancy 
group which is subject to class rates. Based upon the countrywide 
fire classified experience, as compiled by the National Board of 
Fire Underwriters for 1957, premiums for the dwelling classes 
comprise approximately 30% of total countrywide fire insurance 
premiums. In certain areas, class rates also apply, to a limited 


extent, to apartment buildings and household contents in such 
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risks, stores and dwellings, boarding houses, farm properties, 

and sometimes small mercantile esteblisuments or special risks use are 
where the elements of construction ana occupancy ere similer | systole 
enough to permit a ready grouping into rate classes. 

Schedule Rates yestern 


Risks not eligible for class rates are subject to the neasure 
application of schedule rates. Such risks generally include my. | gnd cre 
cantile, manufacturing and institutional properties, } 

Schedule rating, also referred to as specific rating, Bastern 
contempletes a specific rate for each risk, based upon its indi. soordin 
vidual physical characteristics, Risks meeting the same broad } ferent 


eligibility requirements as to construction or occupancy, or both, ) system 


are rated on the same schedule. In certain instances, specia) percent 
schedules are designed for application to particular occupancies, the occ 
such as gas plants, electric light and power plants, breweries, and Uni 
and flour and cereal mills. The rating schedule takes into con- and not 
sideration such factors in the risk as construction, occupancy, | 
internal protection, community public fire protection and exposura groupe' 
from neighboring buildings. Charges and credits are applied for (b) sel 
conditions which are considered to be departures from the standards 
included in the schedule. rating 
In order to properly apply the rating schedule, it is indivi 
necessary to make a detailed inspection of the risk, The infor- under 
metion provided by such an inspection report is then applied to the the be 
appropriate rating schedule in order to arrive at a specific ond Ve 
rate for the risk, The schedule rate is a development of the tectic 
recognition of differences in hazards among risks which fall ing. 


in the same construction and occupancy classes, 
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The two most common types of schedule rating systems in 


are the Analytic or Dean system and the Universal Mercantile 


use 


system. 
The Analytic system, used principally in the Middle 


western states and in the New England territory, endeavors to 
measure the fire hazard of a risk by the application of charges 
yd credits as @ percentage of the base rate, 

The Universal Mercantile system is used in most of the 
gestern United States. Instead of being a single schedule or 
gordinated system of schedules, it consists of a number of dif- 
ferent schedules. The Universal System differs from the Analytic 
system principally in that charges are in cents rather than in 
percentages of the base rates while credits are percentages of 
the occupied building rate. The differences between the Analytic 
and Universal Mercantile systems are essentially those of method 
and not objective, 

The items included under fire rating schedules may be 
grouped into three principal categories, namely, (a) base rates, 
(b) schedule charges, and (c) schedule credits. 

The base rc<: is generally the starting point in the 
rating schedule. It serves as a point of departure for rating 
individual risks. The significance of the base rate varies 
under the different rating systems. Under the Analytic System, 
the base is governed by the class of construction of the risk 
and varies by (a) territory, (b) the quality of public fire pro- 
tection of the community, and (c) number of floors in the build- 
ings 

Under the Universal Mercantile system, the base rate 


is established for a standard building in a standard city. 











4928 THE INSURANCE INDUSTRY 


Such base rate is modified by a "key" rate to reflect the publi, | 
protection of the community in which the risk is locsted, 

The quality of public protection provided by cities and 
towns is an important consideration in both class and schedule | 
rating. The Standard Schedule for Grading Cities and Towns Of the 
United States, which was devised by the National Board of Fire Unig, 
writers, is used in evaluating the protection and hazards in the 
community, This schedule takes into consideration the genera) 
fire hazards of a community, the potential conflagration hazerg 
of a community, the ability of the water system to provide water 
for fire fighting, the strength and ability of the fire department 
in combating fires, and other tectors which may affect the loss | 
probabilities within the city as a whole. Based upon engineering 
surveys of the community and the application of the Grading 
Schedule, cities and towns are classified into ten grades of 
protection, These protection grades are reflected both in specifi, | 


rates and in class rates. ' 


Schedule Charges and Credits 
Charges are included under fire rating schedules for 
structural, occupancy, and exposure conditions which have the 
effect of increasing fire hazards as they depart from the 
standards included in the schedule. Structural conditions which 
frequently result in charges include the following: 
a. Deficient wall thickness 
b. Unprotected fire openings 
c. Non-standard chimneys 
ad. Areas which exceed certain 
limitations 
e. Height of building 
The occupancy and usage of a building affects the 


fire hazard. Charges for occupancy conditions are frequently 


applied 
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applied in the schedule to reflect (a) the number of occupants, 
(b) the degree of combustibility of the most hazardous occupancy 
in the building, and (c) any special occupancy hazard. The 
susceptibility of contents to damage is reflected in the develop- 
nent of the contents rate for a perticular risk. 

Another charge in the rating schedule is intended to 
reflect the damage that a fire in one building may cause in an 
adjoining building. This is referred to as the exposure charge. 
Factors generally taken into consideration in arriving at the 
exposure charge are (a) the distance between adjoining buildings, 
(pb) the size and construction of the exposing building, and (c) 
the severity of the fire hazard in the exposing building. 

Credits in rating schedules are applied generally for 
protective features of a risk which have the effect of reducing 
fire hazards. 

Conditions for which such credits are applied include 
(a) approved fire extinguishers, fire pails and standpipe 
equipment (b) automatic fire alarms, (c) watchmen's services, 
and (d) automatic sprinkler protection, Risks with a complete 
installation of automatic sprinklers are generally rated under 
separate Sprinklered Schedules, 

At the end of the schedule, "After Charges" also re- 
ferred to as "Faults of Management" charges, are provided for 
conditions not inherent in the risk but those which are the 
outgrowth of carelessness or indifference on the part of building 
owner or tenant, Conditions for which such charges are applied 


include the following: 


(a) Unsate or substandard handling or storage of inflammable 
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oils or gases, (b) unsafe or substandard flues, chimneys ang 


heating equipment, and (c) accumulation of rutoish and other oa 
indications of slack housekeeping. 
, pased ¢ 
The standards of construction and fire protection York 2 
included in fire rating schedules generally follow recommeng, states: 
tions of such organizations as the National Fire Protection vent 
Association and the National Board of Fire Underwriters, ty, a 
administration of schedule rating systems by rating bureaus gy! resist 
by companies with independent filings requires specially trading and un 
inspectors and raters. are re 
The inspection of municipal fire protection equipmen | 
also requires the services of specially trained engineers, | compan 
Municipalities with populations of over 25,000 are inspected report 
the National Board and such reports are furnished to interests 
rating organization. The information developed by the Nation) | forms 
Board and rating organizations with respect to community publi } and st 
fire protection are also generally used by specialty rating | secor 
organizations and by companies which file rates independently, | taking 
The tndividual charges and credits included in the a reat 


rating schedules are established principally on the basis of 
engineering and underwriting judgment rather than upon statis. 
tical data. While the individual risk rates developed in the 
schedule rate computation are not subject to statistical verifi- 
cation, the aggregate experience of all risks in the same 
occupancy class is available. Similar data are also available | 
for the various occupancy classes of class-rated risks, 


The statistical plan used in fire insurance for the 


reporting of premium and loss experience is called the Standard 
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= classification of Occupancy Hazards. This plan was approved by 
her the Netional Association of Insurance Commissioners in 196, 


pesed on @ comprehensive study conducted by the State of New 
‘on York Insurance Department. It is effective in all but a few 
gtatese The statistical plan provides for the reporting of 


Lon premiums and losses in 115 occupancy classes for each state, 

The | subdivided by classes of construction (brick, frame and fire- 

us nt nesistive) and by community public fire protection (protected 

train and unprotected). In a few states, separate experience reports 
gre required for major territorial divisions within a state, 

14 pment | Reports under the statistical plan are submitted by 


Me companies to designated statistical agents, and consolidated 


ected b reports are submitted to state supervisory officials annually. 
rested Loss experience developed under the statistical plan 
ationtl | oomms the basis for rate reviews undertaken by rating bureaus 
public | snd state supervisory officials. Rate revisions are filed in 


| 
' 


ing | gcordance with rate formulas adopted by the respective states, 


ay taking into consideration loss experience, expense factors and 


vhs areasonable allowance for profit. 
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V - CASUALTY INSURANCE RATEMAKING sve 886 


the sta t 


(3) the 
Casualty insurance rating methods are designed to pros the stat 


duce rates for each class of risks which reflect the anticipate 


losses and expenses for the coverage afforded to risks of that conduct 
class, plus a margin for profit and contingencies. | rate Lev 
—_— 


While each line of insurance presents its own particu), 
problems, it is convenient to use automobile liability insuranc period « 
ratemaking as an illustration. The description which follows can, since re 
with minor adaptations, apply to any third party liability line, yill ob 
and the general principles obtain even with respect to Property | ost ox 
insurance. | that wi 
Automobile insurance risks are divided into rate grou. 
ings or classes according to the degree of hazard which they repre perentl 
sent. Factors used in establishing these classes vary among the of the 
rating bureaus and independent filers, but usually give weight to / are sis 
the age of drivers, use of the vehicles, mileage and, among young | offect 
drivers, sex and marital status. Youthful drivers are subject to | the sté 
higher accident rates than are more mature operators. Moreover, "loss « 
since accident frequency tends to increase as road exposure in- flect 
creases, the automobile used for business or in driving to and fro losses 
work usually falls in a higher rated class than the car used prin: 
pally for pleasure driving. judgme 

In addition to these classifications by age and use, then 
are rate distinctions based upon geographical locations. Thus, an | requir 
automobile garaged in a metropolitan area is usually subject toa | niums, 
greater degree of risk than is a vehicle garaged in rural areas, 


The making of rates for this coverage is generally accom 


plished Ln three distinct stages which determine: (1) the prospec) 
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ye aggregate premiums required for the particular coverage in 
tne state; (2) the relative share to be borne by each rating class; 


(3) the relative hazard of the various rating territories within 


the states 


The total amount of premium anticipated to be needed to 


conduct the line of business in the state is known as the statewide 


| rate level. 


ticula 
rance 

WS can, 
Line, 


erty 


group. 
y repre 
z the | 
ght to | 
young 
ct to 
ver, 
in- 


ind froz 


1 prine!- 


eo, there 
Us, an 
, toa | 
CAS, 

’ Accom 


rospec: | 


The loss experience used for this purpose is that of the 
period considered most indicative for the purposes of prediction, 
since rates are made in anticipation of the experience level which 


yill obtain during the period of their application. Usually the 


pest experience used is that of the shortest and most recent period 


that will provide reasonable indications of loss costs and trends, 

Since a portion of third-party liability claims are in- 
nerently subject to delay in settlement, a substantial proportion 
of the losses shown in recent experience data are still unpaid and 
wre simply estimates of their expected cost. To correct for the 
effect of over-reserving or under-reserving such pending claims, 
the statistical history of past outstanding losses is traced and 
"logs development factors" are calculated. Their purpose is to re- 
flect the anticipated development of the current reserves for unpaid 
1088086 

In addition to loss development factors, other trend or 
judgment factors may be applied, 

The second step is the determination of the contribution 
required by each classification of risks to the total pool of pre- 


tums, Since, for this purpose, the premiums must be subdivided 
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into groups, the amount of past statistical data required is 
ordinarily somewhat greater than that for rate level. This cap 
be accomplished either by utilizing a longer experience period, 
or by grouping the experience of several states. Thus, a company, | 
or group of companies, may examine the relative hazards among thy 


classifications for its business on a countrywide rather than a 


state basis. 


The final step is the determination of territorial relati 
ties. Population shifts, safety and law enforcement programs, ty:,| 
fic density, the growth of urban areas and other factors may Changs 
the degree of hazard in individual territories and the relationshy 
among the territories. For this reason, the relative territoria) 
hazards as reflected in their loss experience are reviewed, In 
addition, surveys and judgment are used in altering the boundaris 
of existing rating territories and in establishing new ones, 

As a result of this process, private passenger automobi): | 
rates are determined.by the rates on file for each class and terri. } 
torye At present, in most states the National Bureau of Casualty ' 
Underwriters and the Mutual Insurance Rating Bureau are using a nine! 
class plan. Companies which make and file rates independently use 
both simple and highly refined classification systems. Actuarial 
literature is replete with support for the principle that the de- 
gree of credence which can be attributed to a body of loss gtatis. | 
tics varies with number of claims. Since automobile liability is 
not a catastrophe type of coverage involving few claims, but does 


in fact involve a substantial number of claims, the validity of | 


the statistics collected for ratemaking purposes is extremely high ' 


However, lest the illusion be created that each company 


which files rates, bases these rates completely upon the steps 
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gutlined above, it should be noted that such steps are used only 
yhen the volume of experience is sufficient to produce credible 
results Thus, the classification and/or territorial experience 
of a rate filer may be inadequate for rating purposes and it may 
nave to rely upon the experience of competitors. As a matter of 
tact, this is not at all an uncommon practice. 

In several states, rating bureaus and some independent 
companies are using various merit rating plans and safe driver 
reward plams to reflect the driving experience of the individual 
insured in his rate. 

Commercial vehicles are classified according to the use 
to which they are usually put. There are well over 100 classifi- 
eations of use, in addition to differentiations based upon vehicle 
ize. 

The volume of business in the commercial automobile field 
is considerably less than in the private passenger field. For 
mting purposes, several use classifications presenting relatively 
similar hazards are grouped together to form rate classes. The 
result is that there are in general use, fewer than ten rate 
classes. These are subdivided by vehicle size. Experience is 
suddivided into these rate classifications for rate revisions. 

Bach year, or at least once in two years, commercial classification 
experience is reexamined, 

Commercial vehicle risks are frequently comprised of 
fleets of considerable size. Because the experience of such risks 
reflect their individual hazard, individual risk rating plans are 
wed to provide appropriate rates for each insured. Such plans 


as the Fleet Rating Plan, the Experience Rating Plan and, in many 


states, the Schedule Rating Plans are in general usée 











4936 THE INSURANCE INDUSTRY 


VI - THE CASE FOR COMPETITION 


sfforts ' 


charac te! 





yice Pre 
Competition manifests itself in the property insurangg | 


business in the principal areas of price, coverage and service, - 
Since, the role of competition as to each of these areas ditfe, 

in the various fields of insurance, price and coverage Competitin, 
must be examined by major line. Service can be considered separa 
Price Competition in Fire Insurance . 

Because the types of risks generally eligible for clas, | sstablis 
rates are so similer in fire hazards as to permit a ready Groupiy tion. 
into rate classes, we find that most independent rate filings an | lower int 
in this area, particularly with respect to the dwelling class, ! 
However, no method has ever been devised for setting rates on the | 
more complex structures (office building, mercantile, warehouse, 
factory and industrial properties) except by application of a Unt | 
form schedule of charges and credits to each such risk individu. | 
ly, measuring its approximate relative hazards. Schedule or spe; 
rating is employed in a major part of fire insurance writings, 4 
schedule rating contemplates a specific rate for each risk based 
upon its individual physical characteristics and requires a detail 
inspection of the risk, the difficulty and complexity of such rats 
making can be readily appreciated. county’ 

Consequently, fire insurance, including related forms of 
coverage, is one of the lines in which rate making by bureaus is Ly/sta 
firmly established, The necessity for and the vital role played| surers 


by rating bureaus in schedule rating are universally recognized, | divide 


| 
In a recent hearing before the New York State Insurance Department, 1958 
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endently rate all mercantile business were 


sfforts to inae Pp 


acterized as uneconomic and impractical. Mr. H. R. Heilman, 


cha? 
vice President of the Insurance Company of North America, testified 
Pance } 
that: 
rice, 
"as nearly as we can presently determine, the 
fers cost of undertaking this work independently 
(the work of rating every mercantile establish- 
Obi ticg ment in the State of New York) would material- 


ly exceed the cost of buying rating service for 
these mercantile classes from N.Y.F.I.R.0." 


—_ 


Class established under schedule rating does not eliminate price competi- 


The fact that a uniform specific rate for each risk is 


Insurance companies which wish to attract policyholders by 


TOupin thon. 


| jowering prices utilize three eeneral approaches, namely: 


gS arg 
l. Offering the insurance at a deviating rate below 
88, that set by the principal rating organization. 
On the | 2. Offering the insurance at a standard rate set by 
the principal rating organization, but returning 
Ouse, a dividend to policyholcers. This is the usual 
practice of mutual companies 73/and reciprocals, 
 @ unl It is also followed by some few stock companies 
which issue participating policies. 
Vidua). | 
} 3. Offering insurance under independent rating sys- 
T spec tems which aiffer from those of the principal 
rating organizations. The outstanding users of 
gs. 8 this approach are the Factory Mutuel companies. 
In addition, insurers have independent filings 
based confined principally to dwelling classes. Town 
and country mutuals which operate on an assess- 
4 ment basis do not attempt to set prospective 
| detall 
rates. 
ch rate In 1958, net premiums on fire and extended coverage written 
countrywide by stock, reciprocal and mutual companies, including 
orms of 
us is ]y/Statistics reported by the American Mutual Alliance for mutual in- 


played | wrers which write fire and allied lines predominantly, show that 
ized, | ‘ividends paid to policyholders during the three years 1956, 1957 and 
} 


artnent| 1958 averaged 13% of direct premiums written. 
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Factory Mutuals, app.omimmted $2.3 billions, of which about 20% wey 


Re 


written by mutusis. In addition, approximately $73,000,000 was 
written by Assessment cooperative comanies, @iso referred to as toy, 
end county autuals, 

A study of fire and extended coverage premiums cenerate, 
by the various types of competing insurers has been made of 24 stat,, sre the 
which maintain statistical systems facilitatinys this type of analysts, | regded 


These states reported $1,405,000,000 in fire and extended covery | aah 0 


premium, representin; approximately .v% of the 1/54 national total, yrder't 
Date gatnered by the insurance reyulatory ayencies of these states nooo 
\ 
indicates that: 
coste t 


l. The stock companies writ at rates set by the 
principal rating organisations account for >4.5% | gpd dev 
of the total premius, ry Ineluded in tnis cateyory 
are companies issuin,; isipating policies, Stoex ) e 
companies using deviated rates, but offering no | a 
dividends, write an additional 5.7%, 





i Available fire insurance Gata tends to rate the relative 

of writings based on uniform retes (1.@. so-called “ful) | 
bureau rates”), since the statistics are limited to reports of preais 
incomes. Thus, the percentaye of toe market serviced by stocx ¢ 
ies using full bureau rates is actually below that shom by the study, 
Although ne correction factor has been attempted, this enould | 
be sept in mind. As an iliustration, we may assume @ situation in 
whieh companies using full Dureau rates wrote $1,000,000 of fire pr. 
miums, and independents and deviatin; companies offering the sam 
type of insurance wrote an additional $1,000,000 of premiums, whieh 
was based upon a discount of 2us from the full bureau rates, Using ‘ 
reports of written premiums, it would appear that each ned Sop «=U 
of tre marset. However, if we were to adjust the premius the 
independent companies to a full-bureau-rate basis, the percentas 
distribution of these groups would be as follows: 


Adjusted to Pull 


Fire Premiums Frese ot Teak ee ‘2 


Um 
deitten at Volum §§ Perceps Volvo § Fercent = — wiley 
Full Bureau retes $1,000,000 50% $1,000,000 4A, ane 
20% below full ; : } 
sureau rates dew wy 50 eB Sat wi na. 
$2,000,000 lus - $2,250,000 lo fe /| 
ingure 
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ms 9, ‘atual coxpanies and reciprocal insurance exchan.es 
writin. et fu.i rates, tut creatine year-end 4ivi- 
denés, report 11.9% of the tetai prexiu= voiure, 
tom An additiona. 4.3% is reported by <utvuais which write 
at de-iations fro: the full rates, 


e4 Rates set by the prinoipa: rating or suizetion in each state 
tate, gre therefore used as the pricin: base for 35, -¥ of all fire and ex- 
lysis, | tgpded cOveTace preciuce ia the 28 states anai;yred. However, it 
a | cust be noted that approxinately 25% ef the insurance offered ty 
tal, | rere and subecribere of the principe: ratin. organizations in 
as pee 28 states (or 22% of total preciues) can be purchased at net 

conte below those set by those or,enisations by seans of dividends 

| gf deviations. 


i, The recaining 13.4% of previuce are also at rates 


which differ from the stendard rates of the prin- 
cipa: ratin. orvesization, The different types of 
fasuvrers which participate ia this teta: follow: 


ve Factory Mutual corpanies to 

ull | Insurers affiliated with 

reads retin or.enizations 
ether thea the 

study, “prineipe.* 1e3t 

> ahould | Insurers with independeat 

in rete filin«s 3.08 

_ Assees-eant cooperatives 3.1% 

ins 

] A, - 

1 Sus (orerece Competition ja Fire Insurance 

. In sost states, the fire insurance contrast is wade standard 
wy statutes, its provisions often bein; writtes directiy inte the 

l 

7 la, The ratia. orcemizations fiie forss for sttachrent te the fire 

pent policy in order to vest the needs eof particular ceeupancy ¢ asses, 

bs 


neh a8 dweliiaus, farus, sercantiles, :ara.es, schools, churches, 
ac ragufeeturin riexe, 

| A sicalfieent avenue of coupetition is evaiisdle te fire 
imurers by seans of deviations froz the forcs snd rules of the 


{pal ratin: organizations, This has the effect ef offerin« 
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new or different types of protection to the public, Deviation fy; 


ypich ht 


in.s affectin, forms and ries in fire and extended coverace are qu 
common @on,., the states, Such filin s were nade in 195% by 318 om, pave tal 
penies io “hie, 11/ im Florida, /( in \ebras.a, 3 in Arisons, "Ot | 


Minnesota, 7 im Wiseonsin, “S in Iliinmois, and $1 im Oklehons,ly 


tion, © 


The seceleratin, use of devia-icns and independent fijig,  troduce 
in rates, as well eas forms and rules, is dexnonstraied by Couperin, form | 
the total murber of such actions, nationwide, in 1945 and 1958, , peril T 
statement nade by @ representative of the National Board of Pirg Policy» 
Underwriters indicates that necbere and subseribers of principal mj, ene? 
in; orvanizations filed <,385 deviations sad independent filings i, = “versé 


1958, cempareé with 1,023 in 1948, 


form, © 


Preciume for fire, extended covera.e and allied lines (ip | — 
cludin: Heceowners) written under such deviated or independent fi). TT, 





ince in 1958, totalled epproxirately $325,900,90) in 33 states, om 
compared with $34,000,900 in 1988 for the same states, This tee- 
fold increase im preciur voluse written under deviations and inte. =“? “ 
pendent filince is nore then three tizes the inerease reported for | !*!%! 
total countrywiée preciuce in these fields. =? 
Vigorous coupetition for fire insurance covering certais oe 
types of “superior” risxs existed for «any years prier to the §,5,1,), po 
Gecision, The Paetory Insurance Association hes long coxpeted a::10 * 
sively with the Faetery rutusis for the business ef insuria: textile , 
nilis, feeteries, warehouses, vanufacturin,. plaats end sicilar build a 
ins. This stru:-le is @ particularly ced exazple of competitic tbloek' 
for me! 
i2/states with @ te 50 deviatin, companies included vest eae 


Vir initia (88), Rhede Island (45), Aisba:a (35), “aryland (35), 
Comecticut (435, Mentena (30), Deleware (29), New Yorv (#'), 
and Orezea (27). 
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ynich has penefited the insuring public, 

In addition, major developments in new forms of coverage 
pave taken place since 1949, reflecting the experimentation, innova- 
tion, competition and progress of the industry in the last decade. 

In 1949, an Automobile Manufacturers Output Policy was ine 
troduced in New York by the Aetna Insurance Company. In due course, 
4 form similar in general concept was promulgated by the Multiple 
peril Insurance Rating Organizetion, as the Manufacturers Output 
Policy. This form introduced an entirely new concept in the fire in- 
yrance field inasmuch as it was a multiple-line contract providing 
coverage not only against the usual hazards provided by the fire 
form, but also against all other perils except those expressly ex- 
eludod, This innovation in coverage was developed as a competitive 
mesure for the purpose of capturing a greater share of the market 
for ite sponsors. 

In the same year, several Multiple Location Rating Plans 
wre developed. These were aimed at lowering the expense cost of 
witing this type of risk and at providing a form which offered a 
high degree of convenience and flexibility. In addition, the Plans 
povided such risks with an opportunity to lower their rates, through 
better loss control, by making experience credits available, Develop= 
mnt of these plans can be credited to competitive vressures acting 
inthe insurance market. 

During 1954 and 1955, verious rating and advisory organize= 
tions developed and introduced forms of commercial or mercantile 


"plock" policies designed to provide broader (i.e. all risk) coverage 


for mercantile stocks in retail or wholesale establishments, whether 


in storage or in transit, 
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The dwelling field auring the last decade provides 


peril Ir 


an almost classic example of marketing innovation prodded by Compe. 
titive pressures, Traditionally, the typical householier carrieg 
fire and extended coverage on the dwelling itself, too often of } 
inadequate amount or just enough to cover the mortgage. Some, but 
not all, had similar insurance on the contents, characteristically 
of inadequate amount. A fraction of the group carried residence | by insu 
liability, and an even smaller proportion were protected by Pesicence | ame 
theft insurance, ) éoing 
In 1950, the "Homeowners" policies were introduced by an trom $6 
independent company in three principal variations, This form offercs fig? 
broad pretection against fire and related perils on both the dwe)). | 
ing and contents, plus liability and theft coverage. The packagir: \ by all 
of these coverages into one policy sought to reflect possible Savings rate of 
in expenses and losses arising from the nature of the package and to $27. 


the use of the indivisible premium, 


The workings of competitive forces under a system that | = 
traditionally relies upon concert of action are -well portrayed by } hensive 
the Homeowners! policy. In response to this original filing, a — 

tive w 


group of the more venturesome fire companies organized the Multiple 


Peril Insurance Rating Organization in 1951 for the purpose of de- 


veloping a package dwelling policy and other multi-peril forms, ur 
One company, which had been a leader in setting up MPIRO, impatieu, at 
with the pace of the group, resigned and launched the Homeowner: | ae 
forms as independent filings. MPIRO then acted promptly to meet = 
the competition. The growth in writings is illustrated by the ye 
following countrywide earned premiums for the Homeowners! policy | pees 

of Chi 


from 1952 to 1956 for companies associated with the old Multiple 
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1 Insurance Rating Organization: 


peri 
Year Earned Premium 
1952 and 1953 $ 101,457 
1954 1,918,913 
1955 10,473,55 
1956 39,703,53 


Since 1956, the annual statements required to be submitted 
by insurers to the state supervisory agencies provide for experience 
on Homeowners' Multiple Peril type policies. For all stock companies 
doing business in New York, the countrywide net earned premiums rose 
trom $63.2 millions in 1956 to $121.2 millions in 1957 and again to 
$191.2 millions in 1958, 

; The net nationwide »r«m’ums cf Homeowners policies written 
by all mutual companies licensed in New York showed a comparable 
mte of growth during these three years, from $13.0 millions in 1956 
to $27.1 millions in 1957 and finally to $42.1 millions in 1958, 

Concurrent with the development of the Homeowners! policy, 
the more tradition-minded fire companies were developing the Compre- 
hensive Dwelling Policy. This form was designed to preserve the 
separate peril contracts and rate structures, but yet to be competi- 
tive with the Homeowners, 

Other developments during this decade include the Addi- 
tional Extended Coverage form, the Comprehensive Dwelling endorsement, 
the Householder's Floater policy and the combination property policy. 
Currently, new versions of the Homeowners' forms are being introduced 
which combine some of the features of the former Homeowners and Com- 
prehensive Dwelling policies, A recent development in connection 
with Homeowners Multiple Perils Insurance is the proposed Plan IV 


of Chubb & Son, which is intended to combine in one plan all important 
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personal lines, including Homeowners A & B, automobile insurance, compan 


end sickness insurance, 


Price Competition in Automobile Insurance ilstate 
Automobile insurance rates are intensely competitive, jationwi 
Rates are made by national bureaus, by competitive regional and | state Pe 
local bureaus, and by independents, Price competition is provided | ee 
through deviations, dividends and independent filings. The car. | total I 
insuring public in almost all states is motivated to shop around ma 
for automobile insurance, encouraged by the considerable variation eke 
in available prices. A difference in price of thirty percentage f= 
points (on a scale of 100) is available in most areas, - 
Competition is present in all the elements of automobi}, 
insurance rates: territories, classification plans, age groups, represses 


price groups, excess limits tables, etc. Most of these factors re. | inpedod 
quire the exercise of judgment, and there is a considerable Variation | — 
in use by bureaus and by independents. | tir € 

Two states, Massachusetts and Texas, set uniform euticaia | un oqut 


: } 
rates by statute. Price competition in these states is limited, sures 


therefore, to dividends only. Louisiana, North Carolina and Virgins 


also set uniform rates but permit both deviations and dividends, aa 

Does the existing system of rate making and rate regulation - 

tend to limit the opportunities of independent, competitive companies =< 

or does it permit them to grow and prosper? The answer is suggested er 

by the following statistics, which show the growth of four major | 
independents and of the total countrywide automobile premiums be- 

vision 


tween 1948 and 1958: 
{nitie 
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| compat Written Premiums 000 Percent Increase 
1948 1958 
| ygtionwide 29,996 124,322 314.5 
» state Farm 76,857 372,322 384, 4 
| government 5,905 4S, Buy 676.4 
Buployees —_———— ashmnaanabiniiiaia 
| total - 4 $144,450 $88), ,826 512.5% 
Companies 
- All 
| Meh Sind ==: $1, 852,570 $5,090,552 174.8 
| wutual Com- 
panies-country ~ 
wide 


i Developments during the eleven years of rate regulation 

represented in the above table can hardly be interpreted as having 
| ispeded the growth of thessmajor independents, Since the rates of the 
| independents are usually from 15% to 30% or more below bureau rates, 
| their growth pattern would be even more impressive if adjusted to 
yn equivalent rate level. 
! coverage Competition in Automobile Insurance 

The two principal rating bureaus have for over 20 years 

been cooperating in a "Standard Provisions Program." This program 
hes produced a succession of broad cover forms, each revision (with 
the exception of the latest) being noteworthy for significantly in- 


creasing either the scope of the coverage offered by companies using 


this policy, the convenience of the form, or both, 
Some of the improvements achieved under the Stendaerd Pro- 
visions Program were self-initiated by the Committee, Others were 


initiated as a result of competitive pressure and were designed to 
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match o« surpass coverage innovations introduced in policies offereg 
by independents. 

It has been pointed out that the influence of competition 
on the Standard Provisions Program has in ract increased over the 
years. 

A complete review of policy improvements under the Stancarg 
Provisions Program would be columinous. Some of the more significgn 


changes were: the omnibus coverage was broadened by eliminating the 


previous exclusion which denied coverage when other valid and Collectj. 


ble insurance was available; " drive other cars " coverage was added; 
medical payments coverage was developed and included in the form; 
coverage .or substitute automobiles was granted; liability and physi. 
cal damage covers were combined into a single form; bail bond covep 
was added; the exclusion of the named insured from the omnibus cover 
was deleted. 

Beginning in 1947, the competitive pressures from inde- 
pendents became more and more apparent to the Bureau companies, 
Numerous variations of coverage began to appear. Although there were 
exceptions, the general character of these variations was to expand 
the protection afforded to the policyholder, The last several years 
have witnessed a procession of new forms, including two extensive end 
one minor revision in the Standard Provisions Program, culminating in 
the present "Family Automobile Policy." Independent policy contracts 
continue to offer innumerable variations in coverage. 

In summary, it can be fairly stated that genuine and effec- 


tive competition exists in automobile insurance coverage. Those who 


act independently are free to innovate, and frequently find a market 
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tage in doing so. Those who act in concert sre never free of 
advan 
the goad of competition, 
competition Through Service 


| Competition in service takes many torms in the insurance 
pusiness. It is a prime competitive element, whether in lines 
yith much or little competition on price and coverage. 

Service includes loss prevention engineering and advice, 
particularly in fire and allied lines, general liability and workmen's 
compensation. Some companies operate rehabilitation centers for in- 
jured employees. 

Less adjustment is an important facet of competitive ser- 
vice. Many companies adjust losses through independent adjusting or- 
ganizations; others employ full-time, salaried personnel. Promptness, 
fair dealing, and accessibility of loss service are part of the com- 
petitive framework, 

The quality of advice on coverage needs is also a significant 
competitive element, Agents, brokers, and company representatives 
rely upon technical skills in providing adequate coverage at reason- 
able cost as the means of holding accounts and acquiring new ones, 

The complex insurance requirements of many businesses, plus the 
variety of rating plans and forms of protection now available, make 
expertness in this field a principal attribute of competition at the 


production level, 


47932 O—60—pt. 8 38 
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VII = ADVISORY ORGANIZATIONS 





A great deal of attention has been given to’ the role of 
advisory organizations in the rate making field. It was obviously 
deemed essential in the development of All Industry Rating Laws ang 
the other forms of rating laws adopted in the States that the ad. 
visory organizations be permitted to function, Such organizations | 
would recommend to rating organizations and companies, the course of ) 
action to be taken in establishing rates and procedures. As a result 
the State Legislatures, recognizing this need, provided for their cre. 
tion by v.atute, The legislative bodies of the several states did, 


} 


however, recognize that an administrative agency such as the Insurance 


Department should exercise a degree of regulation and control over 


their operations. The statutes, therefore, generally provided for 


such regulation, 


Inasmuch as the rating laws take into consideration ex- } 


perience both within and outside a particular state and inasmuch as 
rating laws weigh overall trend factors, advisory organizations can 
best assist insurance companies and rating bureaus: by collecting 
statistics beyond a particular state line. These statistics provide 
@ more realistic approach to rate making. 

In addition to their role as central statistical collection 
agencies, advisory organizations develop certain formulas and systems 
basic to proper rate making. An example of this type of function was 
the establishment of the analytic system. Another example of the 
type of work carried on by advisory organizations was the development 


of uniformity of rules and policy forms, 
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Additional functions undertaken and falling within the 
scope of advisory bodies are fire prevention, aevelopment of inspec- 
tion report manuals, rate cards, etc. 

The secona tactor of concern to legislative bodies of the 
several states, once having permitted the creation of the legal entity 
of an aavisory organization, was the degree of control to be exercised 
over such bodies by insurance regulators. In this respect, the states 
generally provide that the Commissioner of Insurance shall be authorized 
to examine an advisory organization at least once in five years. 
statutes generally give sufficient authority to a Commissioner, at his 
wn discretion, to examine the advisory organizations more frequently. 
this is the same authority that a Commissioner hes with respect to the 
examination of insurance companies doing business in his state. The 
statutes, however, implement the examination powers by giving the 
Commissioner the authority to determine whether or not an advisory 
organization is assisting in any act or practice or furnishing any 
information which is unfair or unreasonable or otherwise inconsistent 
vith the provisions of the insurance laws, Thus the Commissioner is 
armed with a measuring rod. The statutes further provide that if an 
advisory organization does, in fact, violate the above provision and 
fail to comply with an order of a Commissioner relative to a particular 
act, the Commissioner can proceed against the company or rating 
bureau by advising it to discontinue the violation of such acts, If 
arating bureau or company does in fact accept the recommendation of 
wn advisory organization which is in violation of the insurance laws, 
they can be compelled to discontinue the violation of such act. This 
{snot an empty gesture since licensed companies or rating bureaus 


tan and have been deprived of their right to function in the state. 
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It is not left to chance inasmuch as the Commissioner is further - 

specifically vested with the authority to call upon officers 

gers, agents and employees of an advisory organization to a wee 

examined under oath, The statutes generally give Commissioners y 

broad powers in determining whether an advisory organization's oa ent 

is in keeping with the advisory provisions, “a wite ° 
In summary, legislative bodies of the several states have | tires 


permitted th 
e creation of advisory organizations but have given th _ 
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states 
regulatory agencies ample authority to deal with them wre £6 
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VIII - THE REGULATION OF AVIATION INSURANCE RATEMAKING 





Prior to the comparatively recent changes in the insurance 
laws of the several states, insurance companies were authorized to 
yrite either casualty, fire, or life insurance. In order to enable 
United States companies to compete in aviation insurance with foreign 
insurers writing fire and casualty coverages under one contract, groups 
yre formed consisting of fire companies and casualty companies, 

Although in recent years, many companies have acquired 
qmitiple writing powers, the group and pool method of writing avia- 
tion insurance has continued because it has been found to be more 
efficient and economical, has provided ea means of spreading and 
participating in large risks ana, above all, has developed a corps 
of experienced underwriters and technicians whose skills are essential 
inweiting this specialized business much of which is based on judg- 
nent. 

The pioneer group in writing this class of business in the 
Inited States prior to 1928 was Barber & Balawin, Inc., operating 
ss aviation managers for various companies. In 1928, two other 
goups were organized, the United States Aviation Underwriters, Inc., 
ind the Associated Aviation Underwriters, These groups operated then 
meh as they do today as underwriting pools for the writing and ser- 
vicing of aviation risks end for the perticipation of all members 
of the group in each risk written, 

Rating of these risks prior to 1932 was largely haphazard 
since United Stetes companies had not as yet developed sufficiently 


credible experience. Inan effort to place aviation underwriting and 
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rating on a sound basis, the Superintendent of Insurance of New York 


State, on June 10, 1932, called a meeting of all companies author. 


cens 

ized to transact aviation insurance in that state. An Industry Cop, on 
mittee was created tostudy the situation, The Committee held numbe, | and No 
of meetings, which resulted, on June 22, 1932, in the formation of panies 
an advisory rating and statistical association for aviation insurance, Insure 
The newly formed Board of Aviation Underwriters consisted of the follag at 48 
ing: 

Aero Insurance Underwriters (Barber & Baldwin, Inc., 4 tt 

Successors) - 

Associated Aviation Underwriters aittes 

National-Continental Aviation Insurance Assn. 

U. S, Aviation Underwriters, Inc, | state: 

Travelers Insurance Company 

Each of these organizations acted in turn for a number of — 
companies with every company in the group participating in each poliey | ~~ 
issued by its group. Casualty companies participated in casualty Bia 
coverages, and fire companies in property coverages. 

The Board originally started es a countrywide organization, — 
However, in New York State, its jurisdiction in this field extended ? 
only in-so-far as New York risks were affected. ane 

In 1936, the Associated Aviation Underwriters withdrew fron x. 
the Board except for New York State risks, In 1937, the Aero Unaer. oa 
writers and the Travelers Insurance Company resigned from the Board, * 
The Board, in 1937, limited its jurisdiction to New York State risks se 
only. Subsequently there were other changes in membership and in oe 
1945 the Board ceased functioning. The United States Aviation gh 
Underwriters, on behalf of the members of the Aviation Insurance " 


Group and the Associated Aviation Underwriters, then filed rates 


Girectly with the New York Insurance Department, ' 
par 
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On July 1, 1948, the Aviation Insurance Rating Bureau was 


nsed by the New York State Insurance Department as a rating 


lice 


organization (it is also licensed in California, Montana, New Jersey 


and North Carolina), its membership consisting of the group of com- 
panies composing the Associeted Aviation Underwriters. The Aviation 
Insurance Rating Bureau makes rate filings in the states in which 
it is licensed, except in California which does not require rate filings. 

Today, the two groups, United States Aviation Underwriters 
and the Associated Aviation Underwriters, comprise the principal ad-~ 
sitted anc authorized insurers of aviation insurance in the United 
States. In addition, there are some independents such as the Roya: 
Liverpool companies and the Insurance Company of North America, as 
well as some mutual companies. An important volume of this business 
js also written on a non-admitted basis through the London market, 

Article VIII of the New York Insurance Law provides for 
rate regulation of aviation insurance, The regulatory provisions of 
the law, however, do not apply to "any insurance contract either 
against loss or damage to, or legal liability in connection with, any 
property located wholly outside of this state or any activity carried 
on outside of this state or any motor vehicle or aircraft principsal- 
ly garaged and used outside of the state...." The law also provices 
that ", « » « the superintendent may from time to time make in- 
vestigations with respect to classes of risks of the kinds of insurance 
herein exempted. and may call upon all authorized insurers and rating 
organizations rating such risks within this state to furnish informa- 
tion relative thereto.” 

In New York, rate filings are made with the Insurance Dee 


partment by the Aviation Insurance Rating Bureau, the Transportation 
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Insurence Rating Bureau for mutual companies, the United Stetes 


Aviation Underwriters Group and the several independents such Qs the 


Insurance Company of North America, Employers Liability and the 


Roya) 


Liverpool Group. The filings do not include rates and rating Plans 


for scheduled airlines since such risks are rated individually, 


In this connection, it is of interest to note that the A)) 


; 


Industry Commissioners bills contain the following provisions releti), 


to the exemption of aviation insurance from rate regulation: 


Fire, Marine and Inland Marine 
"This act shall not apply to insurance of hulls 
of aircraft, including their accessories and 
their equipment, or against liability arising 
out of the ownership, maintenance or use of 
aircraft." 


Casualty and Suret 
"This act shall not apply to insurance against 


loss of or damage to aircraft or against lia- 
bility other than workmen's compensation and 
employers! liability arising out of the owner- 
ship, maintenance or use of aircraft." 


These provisions have been adopted in all states except New York, New 


Jersey, Montana, North Carolina and California. 


The Aviation Insurance Rating Bureau and the two domestic 


underwriting pools or groups are domiciled in New York, The rating 


organization is subject to statutory examination under Section 286 of 


the Insurance Law while the croups are subject to the provisions of 


Section 186-a and have been examined by the New York Department, The 


Transportation Insurance Rating Bureau, domiciled in Illinois, has 


been examined by the Illinois Insurance Department, with participation 


in the examination by California and New York, California also par- 


ticipated in a New York examination of the Aviation Insurance Rating 


Bureau, 


Airline risks, as previously stated, are specifically rated, 
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venufacturing risks are also specifically rated. For all ot 
ren : 


niskS, @ schedule of rates is filed. The rates contained in the 
schedule are generally stated as a rate range within cach class for 

, standard risk ena a minimum anc maximum beyond the rate range. 

This allows for a spread of rates within a range for a standard risk 
to permit application of variations in rating factors. Rates that 

go not fall within the range must in the case of filings by a rating 
organization be submitted to the rating organization for approval but 
in no event may the rates be below the minimum or above the maximum 
filed for the class. Individual rates for airline and manufacturing 
risks also require rating organization approval in New York and other 
regulated states. 

Independent companies and pools, such as the United States 
jviation Underwriters Group, file their own rates for airline and 
manufacturing risks. It should be noted, however, that according to 
advices from the mutual company rating organizations, such companies 
have neither writtennor participated in writing airline or manutfac- 
turing risks. : 

Aviation filings by the Aviation Insurance Rating Bureau 
and the Transportation Insurance Rating Bureau do not include filings 
for workmen's compensation insurance, products liability, hangar- 
keepers liability, personal accident insurance, travel baggage in- 
surance issued in connection with personal accident insurance, and 
tourists' baggage insurance not sold through railroad, steamship, 
bus line or airline ticket agencies. For these incidental lines, with 
the exception of baggage and accident insurance, filings are made 
through respective rating organizations by insurers which are members 


or subscribers of such organizstions or independently by insurers not 
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affiliated with rating organizations. Reeulsetion of retes for per. 
sonal accident insurance is not part of the rating section of the 
New York Law but is contained in other sections of the law which re. 
quire policy forms and rates to be filed and approved. Regulation 
of accident insurance in other states is governed by the respective 
lews of these states. 

In considering the exemptions afforded aviation insurance 
under the All Industry Commissioners bills and the methods of Pating 
and filings in states where filings are required, the following con. 
siderations should be taken into account: 

1. Airlines operate beyond state and national boundaries, 

2. The business of aviation insurance has had to cope with 

continuous technological advances in the manufacture 


and construction of airplanes and their rapidly ex. 
panding use. 

3. The high catastrophy liability and accident potentia} 
as well as highly concentrated hull and new plane 
testing hazards. 


hk. The variety of pertinent rate and premium factors in. 
cluding size of risk, method of operation, type and 
experience of pilots and other employees, routes 
traveled and loss record. 


5S. The effect of operations by London Lloyds and other 
foreign insurance markets on the airline business, 


The following organizations collect and compile aviation 
experience on a countrywide basis from the reportings made to them 
by the individual companies or the groups, as the case may be, and 
act as statistical agents for the states indicated: 

1. The Company Service Corporation with respect to 
stock company aviation experience date (New York 
only); 

2. The Transportation Insurance Rating Bureau with 


respect to mutual company aircraft physical 
damage experience data (New York and New Jersey); 
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3. The Mutual Insurance Advisory Association with 

respect to mutual company aircraft liability 
experience data (New York and New Jersey); 

The foregoing are the only state designations of statis- 
tical agents. However, the states may call on the companies individual- 
ly, by groups or by rating organizations to submit experience. These 
statistical agents collect and compile statistics for aviation in- 
grance and also the incidental lines written in conjunction with 
yviation insurance. 

Following is a consolidated summary of the countrywide 
iation experience of all stock companies authorized by New York 
State to write this insurance. The experience is for the latest 
developed ten years as compiled by the Company Service Corporation, 

The experience shown for Hull ‘round, Crash, Passenger and 
Public Liability and Property Damage includes the combined classifica- 
tions of Scheduled Air Lines, Industrial Aid Risks, Flying Services, 
Menufacturers, and private Pleasure risks. The experience shown for 
Mscellaneous Coverages includes the combined classifications of 
Airport Public Liability and Property Damage, Products Liability, Per- 
sonal Accident, Hangarkeepers and Baggage Insurance. 

Rate level changes generally can be made within the spread 
of established rate ranges. However, from time to time the rate ranges 
wre reviewed and amended to recognize changing conditions or experience 


indications which are not amendatla to changes within a range, 
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CONSOLIDATED SUMMARY STOCK COMPANY EXPERIENCE 


1948 - 1957 
Earned Loss Earned Loss 
Year Premium Ratio Premium Ratt 
— Pear canted —— a —, 
Hull Ground Coverage Crash Coverage 
1957 #6, 188,282 60.8% $15,654,153 73,84 
1956 6,521,599 55.4 17,431,420 108's 
1955 eraen! 07 5 3 13,090,1 1 55.0 
1952 26 égs: 5262 12,614,071 68:1 
1951 : 56, ate 77 7,533,492 59.6 
1950 ’ aoe? 3? 16. 11,223,771 by.3 
1949 2° Dele 3 3 26.2 8,247,15 39.0 
Aircraft Passenger Liability Airoraft Public Liabilit 
tit] 
wide | 
1957 $8,279,983 88.9% ’ oa 2651 17.9 | 
1956 6,845,292 112.2 1,22 133 154.5 | New ¥ 
1955 12208036 77.1 1,109, 42 142, 
1954 ook 3,818 30.2 995,916 3.) the 1 
1953 19 7,212 54.1 915,0 43,8 
1952 2554,58 71.1 871, 0 5 26.4 Insur 
1951 64412,63 91.1 818, 0257 139.3 
1950 8,057,935 45.5 839, 349 14.0 vutua 
1949 4, ols 930 63.7 794,488 31.7 
1948 4,58 1,376 38.5 912,255 38.4 
Aircraft Property 
Damage Liability Miscellaneous Coverages 
1957 $1,749,168 55.6% $10, 363,291 28,34 
1956 2, 048,43 90.0 9,743, 368 35.2 
1955 » 744,47 52-0 8,02), 312 37.0 | 
1954 1,505,210 1.6 72113,445 17.5 
1953 1,420,240 47.2 6,849,427 
1952 1,346,806 50.9 6 he 013 20,5 
1951 1,167,764 114.4 5 +1406 » 141 39.4 
1950 1,133,144 2.1 4, 82, 053 28,1 
1949 935,394 97.2 3,838,431 32.2 
1948 992,980 39.0 3,467, 01 4.7 
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Following is a consolidated summary of the country= 
yide aviation experience of all mutual companies authorized by 
jew York State to write this insurance. The experience is for 
the latest developed ten years as compiled by the Transportation 
Insurance Rating Bureau for Aircraft Physical Damage and by the 
yutual Insurance Advisory Association of Aircraft Liability: 
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CONSOLIDATED SUMMARY MUTUAL COMPANY EXPERIENCE 


1948 = 1957 
Earned Loss Earned Loss 
Premium Ratio Premium Ratio 
Hull-Ground Coverage Crash Coverage 
$218,956 ° $112,278 76, 
20 2 8 he 9A 61,178 pe 
148,13 31.7 60,797 175.6 
Tent 7 iaceky : 
° ° 3h.2 
1h) 35 Coes 13.882 Te 
ce 06 
299,207 bese Uy; 168 lll.} 
Hull=Miscelleneous Coverege Aircraft Public Liability 
$ 1,92 174% $ 78, 21.0 
; fe 212. 2185 10, os 
2975 38.3 36,073 3.8 
297 3002 34,223 4Ow 
59 te 30337 Pt 
te d 502 oak 38:6 
2991 sh 9220 2h 
7,278 i 3,523 115.0 
12,499 e7 475932 5007 
Aircraft Property 
Damage Liability Aircraft Passenger Liability 
$ 30,356 4.306% $1 ps oF} 02h 
3 07h 15.4 6°35 
26,582 6.9 112? 868 1507 
20,250 2.0 38°3 1.0 
20,273 8.6 18.6 
28,942 Owl 103, 2 7.0 
p39 /ok 1369 6,6 14.5 
1,456 196k 1,462 201 
49,73 28.0 He 4k9 je 
54,35 26.7 160,707 3607 
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The following is an illustrative comparison of the 1932 
snd 21948 rates and the present filings for the conventional type 
of airplane (expressed a8 percentages of the value insured). Only 
the rates of the two groups that write the major portion of aviation 


pusiness are shown: 


full Risks 
Rates - 1932 (Board of Aviation Underwriters) 
Fire - Ground only 2.00% to 3.00% 


Ground and air 2.25 to 3.50 
Rates - 1948 (Aviation Insurance Rating Bureau) 


Min. Standard Max. 
Fire - Ground only 1.50 1.80% to 2.20% B. 00% 
Ground and air 3-50 4.50 to 5.50 10.00 
Rates ~- 1959 (Aviation Insurance Rating Bureau) 
Fire - Ground only 1.00 2.15% to 3.25% 6.00% 
Ground and air 1.90 3.80 to 5.70 11.50% 
Rates - 1948 (U. S. Aviation Underwriters) 
Fire - Ground only 0.50% to 2.00% 


Ground and air 0.60 to 2.25 
Rates - 1959 (U. S. Aviation Underwriters ) 


Fire - Ground only 0.85% to 6.00% 
Ground and air 1.00 to 16.00 
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LIABILITY RISKS 
Premium Rates for Annual Coverage, Per 


Rates in effect in 1932 (B.A.U. 


1. Private Business, Pleasure and Industrial Aid 


(a) Bodily Injury exc. passenger (5/10,000) 
(bo) Property Lamage (1,000) 
(c) Passenger Bodily Injury (5,000) 


2. Commercial 


(a) Bodily Injury exc. passenger (5/10,000) 
(b) Property Damage (1,000) 
(c) Passenger Bodily Injury (5,000) 


Rates in effect in 1948 (A.I.R,B.) 
1. Private Business, Pleasure and Industrial Aid 


in. 
(a) Bodily Injury exc. passenger 


5/10,000) ¢ 7.50 

(tb) Property Damage (5,000) 7-50 
(c) Passenger Bodily Injury (5,000) 

1 passenger 15.75 

- \ 24.75 

= 31.50 

a 38.25 

Each add'l] " 6.75 


2. Commercial 


(a) Bodily Injury exc. passenger 

(5/10, 600) 10,00 
(b) Property Damage (5,000) 10.00 
(c) Passenger Bodily Injury (5,000) 

l passenger ee 


:. 1.00 

™ 112.50 

: 141.75 

Each add'l " 22.50 


Rates in effect in 1959 (A.1I,R.B.) 
1. Private Business, Pleasure and Industrial Aid 


(a) Bodily Injury exc. re 


5/10, 000) 4.00 
(bo) Property Damage (5,000) 4.00 
(c) Passenger Bodily Injury (5,000) 

1 passenger 9.00 

2 " 


15.00 

: 19.00 

. 24.00 

Each add'] " 4.00 





60 per pa 
eh “wong 


100 per passe 
seat - 


Plane 
$25 to $55 
2° 55 
15 " 
ko " 70 
ho " 70 
a 
Standard 
$12.15 to $14.85 
15.75 " 19,25 
28.35 " 34.65 
055 " Sheks 
“i? " 69.30 
68.86 " 84.15 
12.15 " 14.85 
18.00 to 22.00 
22.50 " 27.50 
81.00 " 99,00 
145.80 " 178.00 
202.50 " 27.50 
254.15 " 311.85 
40.50 " 9.50 
10.00 to 15.00 
12.00 " 19,00 
24.00 " 30.00 
38.00 " 46.00 
49.90 " 60,00 
60.00 " 73,00 
10.00 " 13,00 


30,0 
48.00 
Lg 
96,00 } 
116,00 
* 20,00 


Rates 
2, Com 


——— 


(a) 


(b) 
(c) 


range 
ina 
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Rates in effect inl (A.I.8.B.) 


2 Commercial 





ta) Bodily injury exc. passenger 

— (5/10, 000) 6,00 15.00 to 19,00 0.00 
(>) Property Damage (5,000) 7.00 19.00 " 24.00 0.00 

(c) Passenger Bodily Injury (5,000) 
l passenger 28.00 70.00 " 86.00 138.00 
2 * 50.00 128.00 "“ 155.00 248.00 
3 “2 0.00 176.00 " 216.00 346.00 
SS8enge 4 ' 9.00 223.00 "“ 271.00 434.00 
Each add'l - 14.00 35.00 4k .00 70.00 


Rates in effect in 1948 (U.S.A.U.) 
1, Private Business, Pleasure and Industrial Aid 


ily Injury exc. passenger 
AS Senger (a) Bodily Injury fe710,000) cas anke 
(b) Property Damage (5,000) 7.50 " 35.00 
(c) Passenger Bodily Injury (5,000) 10.00 * 0.00 per passen- 
ger 
Max, | 2, Commercial 
(a) Bodily Injury exc. passenger 
$ 25.4 (5/10,000) 7.50 to 45.00 
30.0 (b) Property Damage (5,000) 10.00 " 45.00 
(c) Passenger Bodily Injury (5,000) 20.00 " 100,00 per passen- 
a8 ger 
Ne Rates in effect in 1959 (U.S.A.U.) 
114,75 


l, Private Business, Pleasure and Industrial Aid 
one (a) Bodily Injury exc. poseenger 


10,000) 7.50 to 30.00 
(b) Property Damage (5,000) 10.00 " 35,00 
50,09 (c) Passenger Bodily Injury (5,000) 10,00 " 50,00 per passen- 
’ er 
60,0 . 
2, Commercial 
ae (a) Bodily Injury exc. passenger 
3.0 (5/10,000) 10,00 to 45.00 
337.50 (b) Property Damage (5,000) 12.00 * 50, 
‘ee (c) Passenger Bodily Injury (5,000) 25.00 ™ 125.00 per passen- 


ger 
It will be noted that the A.I.R.B. uses a minimum, a standard 
range, and a maximum, whereas the U.S.A.U. just uses a range which takes 


30,00 in a minimum and maximum, 
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INSURANCE 
The Trip-ticket Problem 

Airline trip accident insurance was first written ean); 
in 1938 by one of the leading aviation insurance groups in Pes ony 
to a request from the airlines for a form of accident insurangg te! 
airline passengers similar to that afforded to railroad Passenger, 
A 35,000 coverage for twenty-five cents was offered, 
policies were limited in time and territory and were sold only 
through airline ticket offices. Premiums for the year amounted t | 
about $51,000. 

The business has grown tremendously parallel to, ang 
fostering in some ways, the growth of air travel. The fact that 
air travel indemnity could be purchased at a relatively low pricg 
supplied the needs of the traveling public and bolstered its oop. | 
fidence in this mode of transportation. A volume of over $10, 000, 0 
was written in the last full year by the three leading insurers, 
through machines and over-the-counter sales. The coverage is noy | 
much broader in scope and may be purchased in units of $6,250 per | 


| 
quarter, with a top limit of $125,000 and even, as has been testi. | 


fied, of $250,000 at one airport, spread among the principal unde. 


The broadening of coverage and the increase in principal 
amount can be attributed in part to natural development and con- 
petition and in part to the encouragement given by state super- 
visory officials. The increase from $5,000 to $6,250 came about 
after a joint examination of the Associated Aviation Underwriters 


in-1952, pursuant to the plan for examination of underwriting 
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noted during the examination led to conferences between state 
officials and A.A.U. representatives and the agreement of the 

latter to initiate the increase in benefits. The other, insurers 
in the field followed suit. 

The next following examination of the A.A.U., commenced 
in 1957, and observation of the loss ratios of the other carriers 
nas led to further Studies at the state supervisory level with a 
view toward determining the possible need for further broadening 
of benefits. The studies were commenced prior to the testimony 
taken by your Committee relative to this line of insurance. How- 
ever, the recent examinations of the two aviation pools were ex- 
panded to follow up certain charges or criticisms noted before 
your body. 

The problem of effecting increased benefits involves 
several factors which are being explored in conferences with the 
leading air trip accident writers. One aspect is the increas-~- 
ingly disproportionate amount of the premium going to airports for 
the rental of space necessary for the installation of counters 
and automatic coin machines. The demands of airport operators 
and the competition among the three principal insurers for the 
opportunity to offer the coverage to a more or less "captive" 
group of buyers has forced up the expense proportion to 67-68 
per cent of the air trip premium. This was only possible because 
ofan average loss ratio of only 22-23 per cent. In other words, 
reverse competition in paying intermediaries in order to secure 
the business (as was the case for a time in the credit accident 


and health field), keeps up the cost to the buyer. 
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The underwriters readily admit that the expense Patio {, 
too high but contend that they are the victims of airport demand, 
and of competitive bidding. They cannot act in concert to put a 
ceiling on rental expense, since this would be @ violation of ty, 
anti-trust acts. According to the spokesmen for one group, an jp, 
mediate increase in the principal sum on the policy would be at 
the expense of the companies' surpluses since they are locked ip, 


at the present high rentals on many leases having three and fiy, 


| 


| 


year terms. Thsy also maintain that the low loss ratios do not nt 


the possibility of catastrophic losses. Especially is this true 
in the case of the new jets wherein enough experience is not yet 
available and where, they argue, a crash of one plane could in. 
volve 150 or more persons and a potential liability of several 


millions. 


State authorities have been active in seeking a voluntary | 


upward adjustment of benefits in the conferences with the under. 
writers concerned. One group has already advanced the possibility 
of including certain fringe benefits in the policy. If voluntary 
action does not prove feasible, there are other strings to the 
regulatory bow. In most of the states, the rating statute permits 
the Commissioner to withdraw approval of accident and health form 
where he finds that the benefits provided therein are unreasonable 
in relation to the premiums charged. 

It is likely that the recurrent problem of giving the 
accident insurance buyer the greatest possible benefits at the 
lowest possible cost will be favorably resolved in the near future 


as it has in the past. Other problems affecting the air trip 
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THE INSURANCE INDUSTRY 4967 
insurance market as ascertained by state authorities and/or as 
i loped before you- Committee will no doubt also be determined 
a framework of state laws adequate to the purpose. State 
sith Departments are in close touch with the industry they 
7 wlate and the needs of the insuring public. They have met con- 
aaa changing problems in this vital section of the economy for 
over one hundred years and all the evidence indicates that state 
sunvi eben can continue to cope with problems as they arise to 


ne satisfaction of the overwhelming majority of the public. 
the 
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The International Character of the Reinsurance Market 


not apP' 

The reinsurarce market in aviation insurance hag many the @XP! 
similarities to that of ocean marine insurance. In fact, Londo, marine | 
Lloyd's usually classifies the two lines in one grouping. Ther, interes 


is the same possibility of total loss necessitating reinsuranc, wis} ous fie 
a vessel of the air as there is with one of the sea, whether ity, | attract 
the hull insurance that is involved, liability to passengers or ty! of rish 
air travel insurance carried by passengerse The market ig necessn) to leve 
international in scope as in marine insurance for both direct an | 
reinsurance purposes. It transcends state and national lines BLace | 
an insured plane may be used in a domestic flight one day and fly | 
an international, ocean-crossing route the next day. 

There is active competition between the two principal 
American aviation insurance groups and the British underwriters 
in the direct field. At the same time, these American groups lac; 
the underwriting capacity, especially as to the new fleets of jet 
airliners, to provide all the necessary hull and liability cover. 
ages to the builders and operators. It is imperative for them to 
spread the risk and to cede to underwriters abroad a participation 
in the coverages as well as to reinsure on an “excess of loss" or 
“catastrophe” basis some of their peak exposures. The American 
pools also accept reinsur ance from foreign insurers on their large 
aviation accounts. It is truly an international market serving 


the needs of the air age. 


It has been alleged that an excessive proportion of rein- 


} 


surance is ceded to the London market which is thus enabled to 


exercise control over the American market. The volume ceded does 
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TAX SUMMARY AND CONCIA SLURS 





The history of ineurance in the United States 
aaply demonstrates that the several states, through their 
voluntary organisation, the National Association of Insur- 
ance Commissioners, have with increasing effectiveness iden. 
tified emerging probleas, Gealt with these problems with 
vigor aud imagination, encouraged the growth of a -reat 
Americen insurance warket and, et all times, kept their sights 
upon the primary objective, that of protecting the publie in. 
terest. One of the principal roles of the MAIC has been 
to develop a community of ‘titerest among the state insurance 
Gepeartazents, leading to cocoperetion in the enactment and ad- 
ministretion of uniform state laws ior the regulation of th 
business of inauranoce, 

Although thie role has always been advisory and 
consultative, the prestige aud influence of the “AIC has made 
it the principal catalyst in the developments of improved 
supervisory nethods at ea state level. 

The many model bills drafted, standards recom 
mended, codes suggested, investigations conducted, reports 
made available, and interstate cooperative arrangements devised 
by the RAIC aod adepted by the stetes since the luoeption of 


this organisetion, are a matter of record. 
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State supervision and voluntary nationel cvoordine- 
tion bae proved a unique meens of introdueing aud teating 
regulatory innovations. A new concept or a new method may 
pe tried at e state or a sone level before it is recoumended 
py the RAIC and adopted on a nationwide basis. Moreover, 
state eupervision provides the necessary flexibility to adapt 
to the varying conditions of widely-soattered geographic areas 
and to the needs of different socio-economic groups. Thus, 
interstate cooperation through the NAIC has provided the means 
foy uniform action on common problems while, at the same time, 
supervision by the separate atates has preserved the necessary 
flexibility. 

In passing Public Law 15, the Conrpress recognized 
thet the continued regulation end taxation of the insuranee 
business by the several states was in the public interest and 
that provision should be made in any atate regulatory structure 
to permit companies to act either individually or in concert 
in the making of rates, It is significant to note that the 
Congrese did net spell out what it considered to be a model 
rate regulatory lew, nor did it imply that there was a single 
true path to reasonable competition, Similarly, the NAIC, 
following the passage of Public Law 15, sought to lay down only 
general principles of rate reguletion and to indicate statutory 
standards only in broed terma, Even after many months of 
deliberation, it was recognized that the proposed All-Industry 
Gomiesioners Bills, did not represent the ultimate, or the 


last word in rate rezuletory legislation, To initially cast 
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rete supervision into a Procrustean bed would stifle all 


souphed 
innovation, experimentation and, indeed, prozresa itself, Pesultiy| » Leree 


in ultimate disservice to the policyholders of the nation, yy wo © of anet! 


dynamic a field as the insurance industry, it was to be Sxpected | joven 
that varying epproaches should be developed and that the test of 
time and experience would ultimately determine the weaknesses any | past fe 
strengths of the di‘ferent regulatory techniques,. Changes in | tp seve 
thinking would inevitably take place as experience and kn owledps other's, 
accumulated, the has 
Three basic approaches to rete regulation emerged ang the wri 
now coexist; the All-Induetry Commissioners ‘iodel Bill @ proach, {ovol v4 
the Mandatory approach, and the Permissive approach, Some 12 whose % 
years have elapsed since the development of these regulatory pation 
echemes, a relatively brief period in the business of insurance, {peurel 


The RAIC now feels that these plans have matured guf- direct 


ficiently to permit a conetructive comparison and evaluation | tween 
to be made. To this end, it has appointed a subcommittee and |} of ios 
deliberations are currently under way, An initial hearing was intern 


held in Chicago on November 16 and 17, 1959 and further hearings perien 


are to be scheduled beginning in Yebruary 1960 in other regions ject ¢ 
of the country, aentat 

In ocean marine inaurance, beeause of the urgent need vile 
for en American merchant fleet and en American marine insure ce ren th) 


merket, Congreas deliberately exempted marine insurers from the 
provisions of the anti-trust laws, thus enebling them to for bochin 
fleets which could shere the large risks involved, and could | ieee 


compete with a long-established Kuropean market. This exemption, | tpply 
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THE INSURANCE INDUSTRY 4973 
souphed with the absence of rate regulation, has resulted in 
. large and vigorous American warine insurerice sarket, capable 
of aseting foreign competition, It has aleo brought about the 
jorest level of rates in warive insurance history. 


The spectacular growth of air transportation in the 


at fom decades has created a new warket for insurance which is 


| ip several reapectes sinilar to that of marine insurence aud in 


others, unique. Like vessels, planes are larce risks, present 
the hasard of totel lose and travel world-wide routes, As in 
th writing of ineurence on hulls and cargoes, the large risks 
ipvolved in aircraft coverage require the use of groups end pools 


whose members can participete in sheriog the risks, ‘he inter- 


| stiong) character of the aviation insurance market, as in marine 


treusdhid has served to create world-wide competition for both 
direct and reinsurance purposes and active competition exists be- 
tween American and British aviation underwriters. ‘The ceding 
of insurance to foreign markets has, by spreading the risk on an 
international basis, helped level the peaks and valleys of ex- 
perience, Nowever, marine technology is an ancient one, sub« 
ject only to modest changes in structure, navigational instrue 
mntation and improved knowledge of weather and oceanogrephy 
mile aircrast Ceaign and air transportation techniques are cur- 
rently undergoing a technological revolition. 

Constant Lonowation in aircraft and atr transport 
technology hae cefied the rigid classification of risks making 
{teasential that tiie business be written by specialists who can 


tpply expert judement on an individuel basis, 
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Por these reasons, the drafters of the All-Induety, , rend; 


rated ? 
proper 
patios 


Bills excluded aviation insurance from the rating provisions, 
Most states, following this lead, have exoluded aviation ip. 
surance entirely from their rate filing Jawe while states tig 


have not done so, exclude rates or rating plans for indivi¢ penee | 





pated scheduled air lines. ing in 


While groups and pools are permitted to write Oviatin 
insuranee, there is considerable competition between domesti, 
pools es well as competition on a world-wide scele. Two do. 


mestie groups, the U.8.A.U. and the A.A,U, encompass the prin 




















eipel aviation insurers in the United States. In addition, » M 
number of independents and mutusl companies write this line ¢ ae 
business, Recently, a new aviation pool, the Internationa] sink 
Aviation Underwriters, was formed to write industrial and los) ete 
aviation risks. Its meubers include the Insurance Company of coupe 
North America, the Peerless Insurance Company, the Stuyvesant rates 
Ineurance Company, and the St. Louie fire end Marine Insurane proval 
Company. rates 
Another pool ia in the process of formation sponsored | rate: 
by the Agency Mavagers, Ltd, Its members thus far inelude the | i | 
Nerthern Assurance Coupany, Ltd, and the Citizens Casualty Co) * 
pany of New York. file 
In evaluating the extent of competition in fire in- 
surance, the character of class-rated as against individvally- wy 
rated riska must be taken into acsount. Most indeperdent rate a 
adfu 






filings are to be found in classe-rated risks such ae dwelling 
Clasees where the hazards ere sufficiently similer to perait 
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, ready grouping, into rate classes. Complex individually- 


pated risks such as mercantile, manufacturing and institutional 


gpertios call for detailed incpection of each risk before the 


patios sohedule can be applied, while the complexities and ex- 
pense of schedule rate weking may increase the difficulty in mak- 
ing independent fllinge, even ln this situation, healthy competi- 
tion exists in the form of deviations end dividend refunds, 

One method of gauging the extent of competition in fire 
insurance geverelly ie by the proportions of the business written 
st other than bureau rates. <A recent atudy indicates that of 
the total premiums written natiénwide, the stock companies writing 
at rates set by the ;rincipel rating organisations accounted for 
64,6 of total premiums, ‘This iucludes coapanies issuing par- 
ticlpatine policies. Stock conupanies using deviated rates but 
offering no dividends accounted for an additional 5.9°, Mutual 
companies and reciprocal insurance exchangea writing at full 
rates and crantiny year-end dividends reported 11.9° of the total 
preaium volume, and mutuels, writing at deviations from the full 
rates accounted for 4.2°., ‘he re:;minine 15.4° wea written at 
rates which differed from the stendard rates of the principal rat- 
iog orgenizations and ineluded the writings of “actory Mutuals, 
Insurers affiliated with the smaller rating bureaus, indepe:dent 
filers, and assessment cooperatives, 

Thus, more than one-third of the totel of fire insure 
ance is written off the full bureau rates, and the volume is 
constantly rising. If the volume of off bureau business were 


adjusted to the full bureau rate level, the percentage would ve 
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substantially higher. 


The exteot ef competition in fire ineurance Coverage, 


potonod 
is also reflected by the rising volume of deviation and Lndepen. tap out 
dent filinge in the past decade, From 1948 te 1956 such sue) 
filings in fire, extended coverage and allied lines showed « tog if 


six-fold increase, Premium volume under theese deviated and {,. _ ings $0 
dependent filings increased ten-fold in the 10 year peried a, 
compared to about « three-fold increase for total eountryawids 
premiums in these lives. tog of 

Moreover, keen competition exists in types of ceveny femily 
(formas and rules) as well ae in services rendered, Sines ipig, | it & 
major developments have taken place in new forma of coverage tation 
such as the offering of commercial or mercantile "Block" poli. | mite 
cies, and a variety of homeowners and other package policies, | vies f 
Homeowners policies, a relative newoomer, showed a premium voly, | sede 
of $191 million in 1956 for all stock companies in New York alon, 


Mutual compenies reported $48 million fer this line of business, 


diseus 

In automebile insurance, vigorous rate competition e- 
dthin 

ists between underwriters with respect to territories, classifi- 
states 


cation plens, eag¢groups, price groupe, excess limits tables, ete, | 
There is, as a result, wide variation beth io price and product | 
anong the bureaus and independents in thie field and rate regule | 
tion has tended to eneovurage rather than limit new entrants into 


the business. 
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The premium volume of a1] major inéependents in 


i 
| 











Sars | ptomodile lines increased by about 515% from 1948 to 1958, 

pers | ap qutetripping the 17&% gain registered by all stoek and 
gtvel companies. This co parison would be even more strik- 

« ing if adjustments were made to raise the independent urit- 

ine | ings to Bureau levels. 

we | 

te Competitive preseures have also stimulated the offer- 
ing Of new and improved bread forms of coverage such as the 

ong feily contract, other car coverage, medicel payments, ete. 

940, jor should the significance of service be ignored, The repu- 

‘ | tation of @ company's agency system, the promptnese of adjust- 

lt | unt, the accessibility of adjustment services, and other ser- 

a: | vice features create distinct market differentials in the 

Volum | slode of the insuring public. 

eg It wight be appropriate, at this point to priefly 

ness, 


diseuss the problem ef what constitutes an “aggrieved party” 
A @k« 
| dthin the framework ef the rating atatutes of the several 
sift. 
| states, Moet statutes contain the phrase “any persen 
» ote, 


duet 
@gulae 
inte 
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or orsanization agrrieved with respect to any filins: which ig 
in eftect, may wake written applicetion to the comaiseloner fo, 
a hearing thereon..." “here ie considerrble difference of 
opinion amuonr state advisory officials as t» who would be con. 
sidered en aggrieved party under the provisions of their laws, 


76/ 
while several court cases have arisen as a reault « 


these diverj;ent opivions, no definiiive decisions have been hand 
down nor have any supervisory authorities mede any policy inter. 


pretetionsa in this area, 


At the present juncture iherefore, most states are not 
in » position to rlatly stete whether or not their statutes per- 
mit a bureau to be en aggrieved party. A recent Cecision by a 
——* in Virginia held that agents as e ¢roup do uot constitute 


an asjrieved party. 


In a recent poll conducted by the NAIC Comwnittee on 
Preservation of State “egulation requesting the atates to indicate 
whether or not they felt that a change was necessary in their 


present statutes in this connection, only three co-missioners re- 





76 . eee” 
Cullew vs. Hols and Allstate Ins. Co., 7 A.D. 24 718, 
se ee 


Bl S2d 16 
Ine. Agents, te, Ve: Shik sone mite 
ppeals, vecision Ca S@Rev, 1959. 


77 
Virginia Assen. of Ins, Agents, itc., vs, Commonwealth, 
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ported thet they were opposed to any chance. The remain- 

ing comiasioners expressed a Gesire to have the benefit 

of the studies and final conclusions of the NAIC Sub- 
mittee to Review Fire and Casualty Mating Lewsa and Pecu- 


\ations on this subject before expressing any formal opinion. 


Considered in broad terms, has state supervision 
juring these 12 years met the challenge laid down by Publ ic 
aw 16% We submit that it has. The American Insurance 
iedvetry today meets higher tests of solvency, provides a 
proader choice of personal and property protection at reason- 
ale prices, conforms to considerably more scrupulous stend- 
ards Of buainess conduct, and offers sore opportunity for 
balthy competition that it did 12 years ago. State supr- 
vidorn has been strengthened by new and more couprehensive 
stetutes, improved supervisory techniques, increased depart- 
sent steffe and an improved caliber of personnel, There is 
no doubt that problems exist, and tiere is equally no doubt 
that state supervision is copings erd will continue to 6o pe 


vith thea. 


47932 O--60—pt. & 40 
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APPENDIX A 


NAIC 
1959 (90th) ANNUAL MEETING - BOSTON, MASS.-JUNE 8-12,1959 
AGENDA-IN-BRIEFP 
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NAIC 
1959 (90th) ANNUAL MEET. 3 - BOSTON, MASS.- JUNE 812, 1959 
AGE] A-IN-BRIEF 


MONDAY JUNE 8, 1959 

9:00-10:00 Life and Accident & Health Blank Subcom, 

9:00-10:00 Regulation of Advertising (H1) Subcom. 

9:00-10:00 Group Fire and Casualty Insurance (M2) Subcom, 

10:00-11:00 Future Meeting Sites (Al) Subcom, 
10:00-11:00 Examinations Manual Revision (El) Subcom, 
10:00-11:00 Credit Life and Credit A&H Legislation (I2) Subcom, 
11:00-12:00 State Insurance Laws = Review of (J2) Subcom, 
11:00-12:00 Group Life Definition (K1) Subcom, 

11:00-12:00 Anti-twisting Laws and Problems (K5) Subcom, 

1:00-2:00 Insurance Problems-Installment Sales & Loans (Il) Subcom, 
1:00-2:00 Organization, Ownership & Certification of Ins. Cos. (Jl) Subcom 
1:00-2:00 Automobile Rate Classifications (M3) Subcom, 

2:00-3:00 NAIC Membership (A3) Subcom, 

2:00-3:00 Defns, of "Non-Cancellablé Ins,"&"Guaranteed Renewable Ins4(B2) 
2:00-3:00 Minimum Group Life Insurance Rates (K4) Subcan. 

3:00-4:00 Operations of Executive Secretary's Office (A2) Subcom. 
3:00-4:00 Blue Cross - Blue Shield Kegulations (L2) Subcom. 

3:00-4:00 Statistical, hating & Filing Problems of Multiple Lines(M1)SubcomR 
4:00-5:00 Commercial Pension Funds & Trusteed Welfare Funds (K2) Subcan, 
4:00-5:00 Variable Annuities & Pension Plan Funding (K3) Subcam, 


TUESDAY JUNE 9, 1959 
9:00=10:15 CASUALTY AND SURETY (C) COMMITTEE 


ls 8 SIZ 
RO co IO wn RY (8 


Oo 


SIS 8 SIS 3 VIB S SIR SS 


GE Sib e 


IS ol 


18 cle Ss 


PA a 
9:00-10:15 FLOOD AND HURRICANE (Fl) COMMITTEE PR 2 
9:00-10:15 VALUATION OF SECURITIES (0) COMMITTEE & y 
10:30-12:00 PLENARY SESSION - 1 E 2 


1:00-5:00 NO MEETINGS SCHEDULED - PUBLICATION OF KEPORTS 


| 


WEDNESDAY JUNE- 10, 1959 
9:00—10:15 BLANKS (A4) COMMITTEE 


9:00-10;15 RATES AND RATING ORGANIZATIONS (M) COMMITTEE GR 
10:30-12:00 DEFINITION & INTERPRETATION OF UNDERWRITING POWERS (D) COMMITTEE Pp 
10:30-12:00 LIFE INSURANCE (K) COMMITTEE 

1:00-2:15 ACCIDENT AND HEALTH (B) COMMITTEE 

1:00-2:15 EXAMINATIONS (E) COMMITTEE 

2:30-3:45 LAWS AND LEGISLATION (J) COMMITTEE 

2:30-3:45 NON-PROFIT HOSPITAL & MEDICAL SERVICE ASS'NS,(L) COMMITTEE 
4:00-5:15 FIRE AND MARINE (G) COMMITTEE 

4:00-5:15 INSURANCE ON INSTALLMENT SALES & LOANS (I) COMMITTEE 


~~ 
= 


Is Sie Bie Bie 
& te Shs wis Bie NIRS 


THURSDAY JUNE 11, 1959 

9;00-11:00 EXECUTIVE (A) COMMITTEE ce 
11:00-12:00 ZONE 1 = BR 36 ZONE 3 = GR 38 ZONE 5 = PB 40 
11:00-12:00 ZONE 2 - BR 37 ZONE 4 = PA 39 ZONE 6 = PC 41 aa 
1:30-5:00 PRESERVATION OF STATE REGULATION (A5) COMMITTEE AND GR 2 
1:30-5:00 FEDERAL LIAISON (F) COMMITTEE (JOINT MEETING) GR 43 
FRIDAY JUNE 12, 1959 

9:00-10:45 PLENARY SESSION - 2 GE Ay 
11:00-12:00 PLENARY SESSION - 3 GB Ab 


PA=PARLOR A; PB-PARLOR B; PC-PARLOR C 
GR-GEQRGIAN ROOM; BR-BALLROOM 


ALL ROOMS ON MEZZANINE FLOGR 5859-187 
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NATIONAL ASSOCIATION OF INSURANCE COMMISSIONERS 
160 NORTH LA SALLE STREET, ROOM 1732 
CHICAGO 1, ILLINOIS 


NAIC CALENDAR OF MEETINGS 
MAY 18, 1959 





Ce naa aaaad 
UIE 7, 1959 = 2:00 Poe Welfare and Pension Funds 
Georgian Room Blanks Subcommittee 
Statler Hotel 

poston, Massachusetts 
a 


JUME 8-12, 1959 = 9:00 A.M. 1959 (90th) ANNUAL MEETING 
Statler Hotel AGENDA ATTACHED 
Boston, Massachusetts 





For reservations write to: 
Mr, Victor A. St. Onge 
Back Bay P.O, Box 409 
Boston 17, Massachusetts 


SS A 
ooo  eeOwcwO Cr See eeseseeeez= 


yov, 30 = DEC. 4, 1959 1959 REGULAR MEETING 
Fontainebleau and Eden Roc Hotels 
Miami Beach, Florida 


aaa 
Copies to Press - For immediate release 


NOTE: The next NAIC CALENDAR will not be published until future meetings have 
been scheduled, All CHAIRMEN of COMMITTEES and Subcommittees are re- 
quested to please keep the Executive Secretary's Office informed. 


5859-188 
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AY A.M 
9:00-10:00 
PARLOR A 


9:00-10:00 
GEORGIAN 
ROOM 


9:00-10:00 
PARLOR B 


10:00-11:00 
PARLG C 


10:00-11:00 
PARLOR A 


10:00-11:00 
GEORGIAN 
ROOM 


11:00-12:00 
PARLOR B 


11:00-12:00 
PARLOR A 


11:00-12:00 
GEORGIAN 
ROOM 





THE INSURANCE INDUSTRY 


NAIC 
AGENDA 


1959 (90th) ANNUAL MEETING - BOSTON, MASS., JUNE 8-12, 1959 


JUNE 8, 1959 
Life and Accident & Health Blank Subcom, 
W. Harold Bittel, Chm., N.J. 


1. Proposed State Business Page 
2. Any other matter submitted for consideration. 


Regulation of Advertising (Bl) Subcom, 
Hon, William E, Grubbs, Chm., Neb. 


Group Fire and Casualty Insurance (M2) Subcan, 
Hon, Oliver P, Bennett, Chm., Ia. 

1. Report on Fictitious Groups 

2. Any other matter submitted for consideration. 


Puture Meeting Sites (Al) Subcom, 
Hon. F. Britton McConnell, Chm., Cal, 


Examinations Manual Revisions (El) Subcom. 

Hon, Thomas Thacher by Julius Sackman, Chm., N.Y. 

Hon, Joseph S. Gerber by F. Vernon Rosenthal, V.Chm., Ill, 

1. Inclusion in the Manual, an examination program for employee 
welfare funds or alternatively a separate e 

2. Any other matter submitted for consideration. 

Credit Life and Credit A&H Legislation (I2) Subcom, 

Hon, Joseph S. Gerber, Chn., Ill, 

Hon, C, P. Thurman, V.Chm., Ky. 


State Insurance Laws = Review of (J2) Subcom, 
Hon, C, Judson Pearson, Chm., W.Va. 


Group Life Definition (Kl) Subcom, 
Hon. Charles R. Howell, Chm., N.J. 


Anti-twisting Laws and Problems (K5) Subcan, 
Hon. Joseph S, Gerber, Chm., Ill. 


5859-189 











NAIC 
AGENDA 


1959 (90th) ANNUAL MEETING - BOSTON, MASS., JUNE &12, 1959 


P NE 
& pe ie Insurance Problems = Installment Sales & Loans (Il) Subcan, 
(ECRGIAN 


Hon, Thomas Thacher, Chm., N.Y. 
Hon, Charles F. Gold, V.Chm., N.C, 


Organization, Ownership & Certification of Ins. Cos. (Jl) Subcan, 
Hon, T, Nelson Parker, Chm,,. Va, 


Automobile Rate Classifications (M3) Subcom, 
Hon, Francis R, Smith, Chm,, Pa, 


NAIC Membership (A3) Subcan, 
Hon, Donald Knowlton, Chm., N.H. 


Defns, of "Non-Cancellable Ins." & "Guaranteed Renewable Ins," 
(B2) Subcan, 
Hon, Joseph S, Gerber, Chm., Ill, 


Minimum Group Life Insurance Rates (K4) Subcom, 
Hon, Francis R. Smith, Chm., Pa. 


Operations of Executive Secretary's Office (A2) Subcom. 
Hon, T. Nelson Parker, Chm., Va. 
Hon, Donald Knowlton, V.Chm., N.H. 


Blue Cross ~ Blue Shield Regulations (L2) Subcom, 
Hon, Thomas Thacher, Chm., N.Y. 


Statistical, Rating & Filing Problems of Multiple Lines (M1) Subcam, 
Hon, Thomas Thacher, Chm., N.Y. 


Commercial Pension Funds & Trusteed Welfare Funds (K2) Subcom, 
Hon, Thomas Thacher, Chm., N.Y. 


Variable Annuities & Pension Plan Funding (K3) Subcom. 
Hon, Joseph S, Gerber, Chm., Ill, 


5859-190 
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TUESDAY A.M. 
9:00-10:15 
PARLOR A 


9:00-10:15 
PARLOR B 


9:00=10:15 
GEORGIAN 
ROM 


10:30-12:00 
BALLROOM 


TUESDAY P.M, 
1:00-5:00 
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NAIC 
AGENDA 


1959 (90th) ANNUAL MEETING - BOSTON, MASS., JUNE 8-12, 1959 


NE 1 
CASUALTY AND SUKETY (C) COMMITTES 
KON. GEORGE F, MAHONEY, CHM., ME. 
HON. FRANK SULLIVAN, V.CHM., KAN, 
1. Auto Warranty Contracts 
2, Auto Policy Cancellation Provision (West Virginia) 
3. Any other matter submitted for consideration. 


FLOOD AND HURRICANE (F1) COMMITTEE 

HON. CHARLES F,. GOLD, CHM., N.C. 

HON. JG& B. HUNT, V.CHM., OKLA. 

1, Advisability of amending Federal Flood Insurance Act of 1956 
2. Any other matter submitted for consideration, 


VALUATION OF SECURITIES (0) COMMITTEE 

HON, WILLIAM A. SULLIVAN, CHM., WASH. 

HON, FRANK SULLIVAN, V.CHM., KAN, 

1. Valuation of Securities (01) Subcom, Report, 
2. Any other matter submitted for consideration, 


PLENARY SESSION - 1 
HON. PAUL A, HAMMEL, PRESIDENT - NEV, 
PRESIDING 


JUNE 9, 1959 
NO MEETINGS SCHEDULED - PUBLICATION OF REPORTS. 


5859-191 


900-103: 
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10:30-12 
PARLOR B 


10:30-12 
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NAIC 
AGENDA 


1959 (90th) ANNUAL MEETING = BOSTON, MASS,, JUNE 6-12, 1959 


A.M JUNE 10, 1 
10:15 BLANKS (A4) COMMITTEE 
yg A= s«#HON, F. BRITTON McCONNELL, CHM., CAL, 


HON. CHARLES R. HO\ELL, V.CHM., N.J. 
1. BLANKS COMMITTEE REPORT 

(Meeting April 6-9, 1959) 
2. Welfare and Pension Funds Blanks Subcom, Report 
3. Life and Accident & Health Blank Subcam, Report 
4. Any other matter submitted for consideration, 


of 
op 


gs00-10:15 RATES AND RATING ORGANIZATIONS (M) COMMITTEE 2% 
gaoray HON. C. LAWRENCE LEGGETT, CHM., MO, 
ROOM HON. JOSEPH S. GERBER, V.CHM., ILL. 
1. To Study Statistical, nat and Filing Problems of 
Multiple Line Contracts (M1) Subcom, Report 
2. Group Fire and Casualty Insurance (M2) Subcom, Report 
3. Automobile Rate Classifications (M3) Subcom, Report 
4. Optional or permissive use of the so-called 
Schedule Rating Plans (Zone 4 = Wis.) 
5, Optional or permissive use, by Risk of Rate Modifications 
resulting fran savings in Expense (Zone 4 - Wis.) 
6, Any other matter submitted for consideration, 


10:30-12:00 DEFINITION & INTEKPRETATION OF UNDERWRITING POWERS (D) COMMITTEE 27 
PARLOR B HON, WALTER D. DAVIS, CHM., MISS. 
HON, PAUL J. ROGAN, V.CHM., WIS. 
1. Classification of Fire, Marine and Casualty Insurance - 
Industry Committee Report 
2. Interpretation of Nation-wide Marine Definition - Industry 
Committee Report 
3. Any other matter submitted for consideration, 


10:30-12:00 LIFE INSUR.\NCE (K) COMMITTEE 28 
BALLROCM HON. C. LAWRENCE LEGGETT, CHM., MO, 
HON. ALFRED N, PREMO, V.CHM., CONN. 
1, To Study the subject of Group Life (K1) Subcom, Report 
2. Commercial Pension Funds & Trusteed Welfare Funds (K2) 
Subcom, Report 
3. Variable Annuities & Pension Plan Funding (K3) Subcam, Report 
4. To Study Use & Application of Minimum Group Life Insurance Rates 
under existing State Law (K4) Subcan, Report 
5. Anti-twisting Laws and Problems (K5) Subcom, Report 
6, Status Report on New Mortality Tables Legislation. 
7. Any other matter submitted for consideration. 


5859-192 
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NAIC 
AGENDA 
1959 (90th) ANNUAL MEETING - BOSTON, MASS., JUNE 8-12, 1959 
WEDNESDAY P.M, JUNE 10, 1 
1:00-2:15. ACCIDENT AND HEALTH (B) COMM ~ see 
BALLROOM HON. DONALD KNOWLTON, CHM., N.H. t : 
HON. RUFUS D, HAYES, V.CHM., LA. spOGLAN 
1. Regulation of Advertising (Hl) Subcom, Report Rom 
2. Definitions of "Non-Cancellable Insurance" and "Guaranteed 
Renewable Insurance" Subcom. Report 
3. Any other matter submitted for consideration, 
1:00-2:15 EXAMINATIONS (E) COMMITTEE % 
PARLOR A Sw HON, WILLIAM A. SULLIVAN, V.CHM., WASH. 
1, Examinations Practice & Procedure Manual Revisions (E1)Subcan,Rpt, 
2. Any other matter submitted for consideration, 
2: 30=3:45 LAWS AND LEGISLATION (J) COMMITTEE 2 
BALLROOM =~ HON, JOSEPH S, GERBER, CHM., ILL. sani 
HON, THOMAS THACHER, V.CHM., N.Y. 
l. Organization, Omership & Certification of Insurance 1100-121 
Companies (J1) Subcom, Report MALLROOM 
2. To Study and Review State Laws Necessary and Essential to BALLROOM 
State Regulation (J2) Subcan, Report EQGIAN 
3. To Study and Review the Principle of Extra-Territoriality of PARLOR A 
State Laws (J3) Subcom, Report PARLOR B 
4. Any other matter submitted for consideration. PARLOR C 
2:30—3:45 NON-PROFIT HCSPITAL & MEDICAL SERVICE ASS'NS, (L) COMMITTEE 32 
PARLOR A HON. FhHANCIS R. SMITH, CHM., PA. 190=5:0 
HON, ALDEN C. PALMER, V.CHM., IND. BOGIAN 
1, The problem of Reimbursement Formula between Hospitals and ROOM 
Service Associations (Ll) Subcom, Report 
2, To Study Greater Standardization of Blue Cross and Blue Shield fJOINE 
Regulation (L2) Subcom, Report STING 
3. Any other matter submitted for consideration, 
4:00-5:15 FIRE AND MARINE (G) COMMITTEE 3 
PARLOR A HON, C, JUDSON PEARSON, CHM,, W.VA. oa* 
HON, C. P. THURMAN, V.CHM., KY. ROUT 
1. Cancellation Clause = Inland Marine (Rhode Island) 9200-10: 
2, Radioactive Contamination Assumption Clause (Rhode Island) Ext 
3. Reconsideration of Nuclear Exclusion Clause (West Virginia) 200M 
4. Fire Policy requirements and Multiple Peril Policies (West Va,) eae 
5. That the definitions of the Statistical Plan for Expenses of the 11:00 
NAIC Fire Statistical Plan be amended to agree with the Insurance — 


Expense Exhibit filed in conjunction with the annual statement, 
(Zone 5 = Neb.) 
6. Any other matter submitted for consideration, 


4:00-5:15 INSURANCE COVERING INSTALLMENT SALES & LOANS (I) COMMITTEE 34 


GEORGIAN HON. J. EDWIN LARSON, CHii., FLA. 
ROOM HON, THOMAS THACHER, V.CHN., N.Y. 
1. Insurance Problems in connection with Installment Sales and 
Loans (I1) Subcom, Report 
2. Credit Life and Credit A&H Model Bill Legislation (I2) Subcom.fpt. 
3. Any other matter sutmitted for consideration, 


5859-193 
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NAIC 
AGENDA 


1959 (90th) ANNUAL MEETING - BOSTON, MASS., JUNE 6-12, 1959 


' 


JUNE 11, 1959 S 


sgORCLAN HON. T. NELSON PARKER, CHM., VA. 


ROM HON. JOSEPH S. GERBER, V.CHM., ILL. 


le 
2 
3. 
he 


5. 
1 
a. 
9. 

10. 


EXECUTIVE (A) COMMITTEE REPORT (Meeting March 19-20, 1959) 
Proposed Amendment to NAIC Constitution 

To Study Future Sites for NAIC Meetings (Al) Subcom, Report 
To Study Operations of the Executive Secretary's Office (A2) 
Subcom, Report 

NAIC Membership (A3) Subcom, Report 

BLANKS (A4) COMMITTEE REPORT 

PRESEKVATION OF STATE REGULATION (A5) COMMITTEE REPORT 
Executive Secretary's Report 

Selection of Executive Secretary 

Any other matter submitted for consideration, 


11:00e12:00 NAIC ZONE MEETINGS 


uno ZONE 1- HON, CHARIES R. HOWELL, CHM., N.J. 36 
guunomd ©=—- ZONE 2 = ~HON, CHARLES F, GOLD, CHi., N.C. 37 
GIN FM, ZONE 3 - HON, C, P. THURMAN, CHK., KY, 38 
ygun hs ZONE, - HON, A, J. JENSEN, CHM, ND. 39 
panR B «60 ZONE. 5 = HON, HARVEY G, CQBS, CHM, ARK, L0 
yk C «= ZONE 6 = HON, WILLIAM A, SULLIVAN, CHM., WASH, 41 


P JUNE 12, 1 
ie sel. VATION OF STATE REGULATION i) COMMITTEE 42 
BOON «©: HON, DONALD KNOWLTON, CHM., NH. 


ROOM HON, F. BRITTON McCONNELL, V.CHM., CAL. 
#FEDERAL LIAISON (F) COMMITIEE 43 
poner HON. F. BRITTON McCONNELL, CHM., CAL. 


WaTDG 4 «HON, PAUL J, ROGAN, V.CHM., WIS, 


1, Reports of previous meetings 
2. Consideration of Questionnaire #2 
3. Review of Status of Senate Hearing and Cammittee assignments 
4. Any other matter submitted for consideration. 
FRIDAY a JUNE 12, 1959 
9100-10: PLENARY SESSION = 2 his 
@0RGIAN. ## HON. PAUL A. HAMMEL, PRESIDENT - NEV. 
ROM PRESIDING 
11:00212:00 PLENARY EXECUTIVE SESSION - 3 45 
(ORGIAN HON. PAUL A. HAMMEL, PRESIDENT ~ NEV, 
ROOM PRESIDING 


NEXT NAIC SCHEDULED MEETING 


1959 REGULAR MEETING 
Fontainebleau and Eden Roc Hotels 
Miami Beach, Florida 
NOV, 30 = DEC. 4, 1959 


5859-194 
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NAIC 


1959 (90th) ANNUAL HEETING = BOSTON, MASS., JUNE 8-12, 1959 


INDEX TO AGENDA 


COMMITTEE or Subcommittee 

ACCIDENT AND HLALTH (B) COMMITTEE 

Anti-twisting Laws & Problems (K5) Subcom, 

Automobile Rate Classifications (M3) Subcom. 

BLANKS (A4) COMMITTEE 

Blue Cross = Blue Shield Regulations (L2) Subcam, 

CASUALTY AND SURETY (C) COMMITTEE 

Commercial Pension Funds & Trusteed Welfare Funds (K2) Subcom, 
Credit Life and Credit A&H Legislation (I2) Subcom, 
DEFINITION & INTEKPRETATION OF UNDERWRITING POWERS (D) COMMITTEE 
Defns.of "Non-Cancellable InsY & "Guaranteed Renewable Ins." (B2) Subcom, 
EXAMINATIONS (E) COMMITTEE 

Examinations Manual Kevisions (El) Subcom, 

EXECUTIVE (A) COMMITTEE 

FEDERAL LIAISON (F) COMMITTEE 

FIRE AND MARINE (G) COMMITTEE 

FLOOD AND HURRICANE (Fl) COMMITTEE 

Future Meeting Sites (Al) Subcom, 

Group Fire and Casvalty Insurance (M2) Subcan, 

Group Life Definition (K1) Subcom, 

INSURANCE ON INSTALLMENT SALES & LOANS (I) COMMITTEE 
Insurance Problems ~ Installment Sales & Loans (IL) Subcom, 
LAWS AND LEGISLATION (J) COMMITTEE 

Life and Accident & Health Blank Subcam. 

LIFE INS URANCE (K) COMMITTEE 

Minimum Group Life Insurance Rates (K4) Subcom, 

NAIC Membership (A3) Subcom, 

NON-PROFIT HOSPITAL & MEDICAL SERVICE ASS'NS. (L) COMMITTEE 
Operations of Executive Secretary's Office (A2) Subcam, 
Organization, Ownership & Certification of Ins, Cos, (J1) Subcom, 
PLENARY SESSION - 1 

PLENARY SESSION = 2 

PLENARY EXECUTIVE SESSION - 3 

PRESERVATION OF STATE REGULATION (A5) COMMITTEE 

RATES AND HATING ORGANIZATIONS (M) COMMITTEE 

Regulation of Advertising (Bl) Subcom, 

State Insurance Laws - Review of (J2) Subcan, 

Statistical, Rating & Filing Problems of Multiple Lines (M1) Subcom, 
VALUATION OF SECULITIES (0) COMMITTEE 

Variable Annuities & Pension Plan Funding (K3) Subcom, 

ZONE 1 MEETING 

ZONE 2 MEETING 

ZONE 3 MEETING 

ZONE 4 MEETING 

ZONE 5 MEETING 

ZONE 6 MEETING 


5859-195 
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APPENDIX B 


1, Fire, Marine and Inland Marine Rate Regulatory Bill 
II, Casualty and Surety Rate Regulatory Bill 
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ALL INDUSTRY BILL 


(d 
FIRE, MARINE AND INLAND MARINE arising 
RATE REGULATORY BILL If 
type © 
With amendments adopted by the by ano 
All Industry Committee—Jan. 24, 1947. | acts af 
| ied 
' nation 
An Act relative to the regulation of rates for fire, marine ay respect 
inland marine insurance, and to rating organizations [and or type 
repealing sections ................... gemma sctaiaeduiaaesce enn | pS 
Be it enacted [by -.......... woosteaeceaeeeceenetensenneensentenstennceneeeeeteenenta ° 
§ 1. Purpose of Act. i 
The purpose of this Act is to promote the public welfare by regy. : 


lating insurance rates to the end that they shall not be excessive, ina¢e. 
quate or unfairly discriminatory, and to authorize and regulate cooper: | 
ative action among insurers in rate making and in other matters withiy ( 
the scope of this Act. Nothing in this Act is intended (1) to Prohibit | vision: 
or discourage reasonable competition, or (2) to prohibit, or Cncon | 


1. 
except to the extent necessary to accomplish the aforementioned pur. | shall t 
pose, uniformity in insurance rates, rating systems, rating plans or | rates | 
practices. This Act shall be liberally interpreted to carry into effet 
the provisions of this Section. 
inator 
§ 2. Scope of Act. 3 


This Act applies to fire, marine and inland marine insurance!, op exper 
risks located in this state. Inland marine insurance shall be deemed 


: ' troph 

to include insurance now or hereafter defined by statute, or by interpre ce 
: con 
tation thereof, or if not so defined or interpreted, by ruling of the rf 

oe ar owt 

[commissioner of insurance], hereinafter referred to as [commissioner], 7 
seri 


or as established by general custom of the business, as inland marine 
) specia 
insurance. a 


. and ( 
This Act shall not apply: | oo 
‘ ode eratic 
(a) To reinsurance, other than joint reinsurance to the extent pa 
s in Sectio 
tated in Section 11; biel 
(b) To insurance of vessels or craft, their cargoes, marine builders | | 
risks, marine protection and indemnity, or other risks commonly it | i 
; RR ; od | divisi 
sured under marine, as distinguished from inland marine insurance 
cs in at 
policies ; 
nor | 


(c) To insurance of hulls of aircraft, including their accessories 
and equipment, or against liability arising out of the ownership, main )_ 
tenance or use of aircraft; | Fa 





NY regu. 
, Inade. | 
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(d) To motor vehicle insurance, nor to insurance against liability 
,rising out of the ownership, maintenance or use of motor vehicles. 

If any kind of insurance, subdivision or combination thereof, or 
type of coverage, subject to this Act, is also subject to regulation 
ws another rate regulatory act of this state, an insurer to which both 
sets are otherwise applicable shall file with the [commissioner], a desig- 
sation as to which rate regulatory act shall be applicable to it with 
respect to such kind of insurance, subdivision or combination thereof, 
or type of coverage. 


1The words “fire, marine and in- 

land marine insurance” are used 
herein in their generally ac- 
cepted trade sense. The word- 
ing of the section should be 
fitted to any laws of the state 
which classify insurance. 


3, Making of Rates. 


(a) Rates shall be made in accordance with the following pro- 
visions : 
1. Manual, minimum, class rates, rating schedules or rating plans, 


shall be made and adopted, except in the case of specific inland marine 
rates on risks specially rated. 


2. Rates shall not be excessive, inadequate or unfairly discrim- 
inatory. 


3, Due consideration shall be given to past and prospective loss 
experience within and outside this state, to the conflagration and catas- 
trophe hazards, to a reasonable margin for underwriting profit and 
contingencies, to dividends, savings or unabsorbed premium deposits 
alowed or returned by insurers to their policyholders, members or sub- 
sribers, to past and prospective expenses beth countrywide and those 
secially applicable to this state, and to all other relevant factors within 
and outside this state; and in the case of fire insurance rates consid- 
eration shall be given to the experience of the fire insurance business 
during a period of not less than the most recent five year period for 
which such experience is available. 

(b) Except to the extent necessary to meet the provisions of sub- 
division 2 of subsection (a) of this Section, uniformity among insurers 


i any matters within the scope of this Section is neither required 
nor prohibited. 


(c) Rates made in accordance with this section may be used sub- 
ject to the provisions of this Act. 
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i 


§ 4. Rate Filings. | deemed 


(a) Every insurer shall file with the [commissioner], eXcept a) the [C0 

J a 
to inland marine risks which by general custom of the business », (e 
not written according to manual rates or rating plans, every Mantel 


ing ‘ 
minimum, class rate, rating schedule or rating plan and every othe ~ 
rating rule, and every modification of any of the foregoing which ; missior 
proposes to use. Every such filing shall state the proposed effectiy mains | 
date thereof, and shall indicate the character and extent of the COverag (f 
contemplated. asin 


When a filing is not accompanied by the information upon whig of filin 
the insurer supports such filing, and the [commissioner] does not hav, or as t 
sufficient information to determine whether such filing meets the require.| pefore 
ments of the Act, he shall require such insurer to furnish the inform.| made | 
tion upon which it supports such filing and in such event the Waitin| (comm 
period shall commence as of the date such information is furnished. The| to asc 
information furnished in support of a filing may include (1) the e.| ards s 
perience or judgment of the insurer or rating organization making th ( 
filing, (2) its interpretation of any statistical data it relies upo, theref 
(3) the experience of other insurers or rating organizations, or (4) any} of tha 
other relevant factors. A filing and any supporting information shal| specifi 
be open to public inspection after the filing becomes effective. Specifi 
inland marine rates on risks specially rated, made by a rating organin. 


eos insure 
tion, shall be filed with the [commissioner]. | 


with 
(b) An insurer may satisfy its obligation to make such filings by! this / 

hecoming a member of, or a subscriber to, a licensed rating organization | This : 

which makes such filings, and by authorizing the [commissioner] to} risks 

accept such filings on its behalf; provided, that nothing contained in this 

Act shall be construed as requiring any insurer to become a member of} §5. | 

or a subscriber to any rating organization. ( 


(c) The [commissioner] shall review filings as soon as reason vided 
ably possible after they have been made in order to determine whether | filing 
they meet the requirements of this Act. | insur 


(d) Subject to the exception specified in subsection (e) of this of di 
section, each filing shall be on file for a waiting period of fifteen days finds 
before it becomes effective, which period may be extended by e such 
[commissioner] for an additional period not to exceed fifteen days if he 
gives written notice within such waiting period to the insurer or rating | aris 
organization which made the filing that he needs such additional time| of S 
for the consideration of such filing. Upon written application by | filing 
such insurer or rating organization, the [commissioner] may authori | atin 
a filing which he has reviewed to become effective before the expita | prov 
tion of the waiting period or any extension thereof. A filing shall be | such 


} 
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med to meet the requirements of this Act unless disapproved by 


dee ose - 
the [commissioner } within the waiting period or any extension thereof. 


(e) Specific inland marine rates on risks specially rated by a 
ating organization shall become effective when filed and shall be deeme«| 
i meet the requirements of this Act until such time as the [com- 
missioner] reviews the filing and so long thereafter as the filing re- 
mains in effect. 

(f) Under such rules and regulations as he shall adopt the [com- 
missioner] may, by written order, suspend or modify the requirement 
of filing as to any kind of insurance, subdivision or combination there, 
or as to classes of risks, the rates for which cannot practicably be filed 
pefore they are used. Such orders, rules and regulations shall be 
made known to insurers and rating organizations affected thereby. The 
{commissioner ] may make such examination as he may deem advisable 
to ascertain whether any rates affected by such order meet the staic- 
ards set forth in subdivision 2 of subsection (a) of Sec. 3. 


(g) Upon the written application of the insured, stating his reasons 
therefor, filed with and approved by the [commissioner], a rate in excess 
of that provided by a filing otherwise applicable may be used on any 
specific risk. 

(h) Beginning ninety days after the effective date of this Act no 
insurer shall make or issue a contract or policy except in accordance 
with the filings which are in effect for said insurer as provided ii 
this Act or in accordance with subsections (f) or (g) of this Section. 
This subsection shall not apply to contracts or policies for inland marine 
tisks as to which filings are not required. 


§5. Disapproval of Filings. 


(a) If within the waiting period or any extension thereof as pro- 
vided in subsection (d) of Section 4, the [commissioner] finds that a 
fling does not meet the requirements of this Act, he shall send to the 
insurer or rating organization which made such filing, written notice 
of disapproval of such filing specifying therein in what respects he 
finds such filing fails to meet the requirements of this Act and stating that 
such filing shall not become effective. 


(b) If within thirty days after a specific inland marine rate on 
arisk specially rated by a rating organization, subject to subsection (e) 
of Section 4 has become effective, the [commissioner] finds that such 
fling does not meet the requirements of this Act, he shall send to the 
tating organization which made such filing written notice of disap- 
proval of such filing specifying therein in what respects he finds that 
weh filing fails to meet the requirements of this Act and stating when, 


47932 O—60——pt. S 41 
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within a reasonable period thereafter, such filing shall be deemeg my) 96 Rat 
longer effective. Said disapproval shall not affect any contract on (a) 
or issued prior to the expiration of the period set forth in said notice | op af if 


(c) If at any time subsequent to the applicable review period pe| make ap) 
vided for in subsection (a) or (b) of this section, the [ commissioner | fon for 
finds that a filing does not meet the requirements of this Act, he shal oe 
after a hearing held upon not less than ten days’ written notice, specify : « 
ing the matters to be considered at such hearing, to every insurer and ies 
rating organization which made such filing, issue an order Specifying ember 
in what respects he finds that such filing fails to meet the requirement this stat 
of this Act, and stating when, within a reasonable period thereafter, | fecting 
such filing shall be deemed no longer effective. Copies of said order sa of its 4 
be sent to every such insurer and rating organization. Said order shal| fpds th 
not affect any contract or policy made or issued prior to the expiration | fed to 
of the period set forth in said order. | of agre 


(d) Any person or organization aggrieved with respect to any. a 
filing which is in effect may make written application to the (com. conform 
missioner] for a hearing thereon, provided, however, that the insurer | a 
or rating organization that made the filing shall not be authorized to | 
proceed under this subsection. Such application shall specify the grounds \ 
to be relied upon by the applicant. If the [commissioner] shall find 
that the application is made in good faith, that the applicant would k tion sh 
so aggrieved if his grounds are established, and that such grounds other. ) revokes 
wise justify holding such a hearing, he shall, within thirty days aiter | fy do 
receipt of such application, hold a hearing upon not less than ten days’ | ¢ rey 
written notice to the applicant and to every insurer and rating organiza: | event | 
tion which made such filing. subsect 


the dat 


If, after such hearing, the [commissioner] finds that the filing does | MP 
not meet the requirements of this Act, he shall issue an order specify- vi 
ing in what respects he finds that such filing fails to meet the require a 


ments of this Act, and stating when, within a reasonable period there- pe 
after, such filing shall be deemed no longer effective. Copies of said tt 
order shall be sent to the applicant and to every such insurer and say 
rating organization. Said order shall not affect any contract or policy ( 
made or issued prior to the expiration of the period set forth in said | be { 
order. at a 


(e) No manual, minimum, class rate, rating schedule, rating plan, | for a 
rating rule, or any modification of any of the foregoing which has been | comb 
filed pursuant to the requirements of Section 4 of this Act shall be dis ) tin, 
approved if the rates thereby produced meet the requirements of this Ac. | & gi 
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med $6 Rating Pypaniaeiens. a 
Mad (a) A corporation, an unincorporated association, a partnership 
tice | of af individual, whether located within or outside this state, may 
make application to the [commissioner] for license as a rating organiza- 
tion for such kinds of insurance, or subdivision or class of risk or a 
or combination thereof as are specified in its application and shall 
Ne shal le therewith (1) a copy of its constitution, its articles of agreement 
Specify. prassociation or its certificate of incorporation, and of its by-laws, rules 
rer an and regulations governing the conduct of its business, (2) a list of its 
ecifying members and subscribers, (3) the name and address of a resident of 
rements | sig state upon whom notices or orders of the [commissioner] or process 
reafter,| ,fecting such rating organization may be served and (4) a statement 
ler shall| of its qualifications as a rating organization. If the [commissioner] 
er shal | fpds that the applicant is competent, trustworthy and otherwise quali- 
piration | fed to act as a rating organization and that its constitution, articles 
of agreement or association or certificate of incorporation, and its 
_| bylaws, rules and regulations governing the conduct of its business 
conform to the requirements of law, he shall issue a license specifying 
A the kinds of insurance, or subdivision or class of risk or part or 
Sued gmbination thereof for which the applicant is authorized to act as 
| , rating organization. Every such application shall be granted or 
ground | died in whole or in part by the [commissioner] within sixty days of 
all find the date of its filing with him. Licenses issued pursuant to this Sec- 
Ould be | ton shall remain in effect for three years unless sooner suspended or 
S other: } wvoked by the [commissioner]. The fee for said license shall be twenty- 
yS alter | five dollars. Licenses issued pursuant to this Section may be suspended 
n days | ot revoked by the [commissioner], after hearing upon notice, in the 
‘ganiza- | ent the rating organization ceases to meet the requirements of this 
sibsection. Every rating organization shall notify the [commissioner] 
ng does | promptly of every change in (1) its constitution, its articles of agree- 


od pro 


ssioner| 


specify. ment or association, or its certificate of incorporation, and its by-laws, 

requite tiles and regulations governing the conduct of its business, (2) its 

1 thee ist of members and subscribers and (3) the name and address of the 

of sai resident of this state designated by it upon whom notices or orders 
of the [commissioner] or process affecting such rating organization 

ay ‘ may be served. 

se i | (b) Subject to rules and regulations which have been approved by 


the [commissioner] as reasonable, each rating organization shall per- 
nit any insurer, not a member, to be a subscriber to its rating services 
ig plan, or any kind of insurance, subdivision, or class of risk or a part or 
as been | combination thereof for which it is authorized to act as a rating organiza- 
be dis ) tim, Notice of proposed changes in such rules and regulations shall 
his Act. | & given to subscribers. Each rating organization shall furnish its 
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i 


rating services without discrimination to its members and subscriber; f 
The reasonableness of any rule or regulation in its application to sub, | 1 ( 
scribers, or the refusal of any rating organization to admit an ingyre | net 
as a subscriber, shall, at the request of any subscriber or any gui toall t 
ipsurer, be reviewed by the [commissioner] at a hearing held upon | §7. D 
at least ten days’ written notice to such rating organization and to sy¢, | E 


subscriber or insurer. If the [commissioner] finds that such rule or | to the 
regulation is unreasonable in its application to subscribers, he shaj | such i 
order that such rule or regulation shall not be applicable to subscriber; permis 
If the rating organization fails to grant or reject an insurer’s ap | plans | 
plication for subscribership within thirty days after it was made, th | 4 kine 
insurer may request a review by the [commissioner] as if the applica. | specif} 


tion had been rejected. If the [commissioner] finds that the insurer | be sen 
has been refused admittance to the rating organization as a subscribe | shall : 
without justification, he shall order the rating organization to admi | rating 
the insurer as a subscriber. If he finds that the action of the rating | ten di 
organization was justified he shall make an order affirming its action, | advise 


(c) No rating organization shall adopt any rule the effect of which % ™ 
would be to prohibit or regulate the payment of dividends, savirlgs or | Sea 
unabsorbed premium deposits allowed or returned by insurers to their peoum 


policyholders, members or subscribers. Px P 
a | ine 

(d) Cooperation among rating organizations or among rating or- | uch 
ganizations and insurers in rate making or in other matters within the upon 
scope of this Act is hereby authorized, provided the filings resulting | gon | 
from such cooperation are subject to all the provisions of this Act which quate 


are applicable to filings generally. The [commissioner] may review | gall 
such cooperative .activities and practices and if, after a hearing, he finds 
that any such activity or practice is unfair or unreasonable or other- 
wise inconsistent with the provisions of this Act, he may issue a writ- §8. 
ten order specifying in what respects such activity or practice is unfair 

or unreasonable or otherwise inconsistent with the provisions of this ; toth 


sion 


Act, and requiring the discontinuance of such activity or practice. zatic 
(e) Any rating organization may provide for the examination of | - 
policies, daily reports, binders, renewal certificates, endorsements or | _ 
other evidences of insurance, or the cancellation thereof, and may make | - 
reasonable rules governing their submission. Such rules shall contain | me 
a provision that in the event any insurer does not within sixty days | the 
furnish satisfactory evidence to the rating organization of the correction 
et ‘ ’ pos 
of any error or omission previously called to its attention by the rating | vt 
organization, it shall be the duty of the rating organization to notily ‘ 
the [commissioner] thereof. All information so submitted for examine r 


tien shall be confidential. tea 
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(f) Any rating organization may subscribe for or purchase actu- 
rial, technical or other services, and such services shall be available 
to all members and subscribers without discrimination. 


§7. Deviations. 

Every member of or subscriber to a rating organization shall adhere 
to the filings made on its behalf by such organization except that any 
such insurer may make written application to the [commissioner] for 
permission to file a deviation from the class rates, schedules, rating 
plans or rules respecting any kind of insurance, or class of risk within 
4 kind of insurance, or combination thereof. Such application shall 
specify the basis for the modification and a copy thereof shall also 
be sent simultaneously to such rating organization. The [commissioner | 
shall set a time and place for a hearing at which the insurer and such 
rating organization may be heard and shall give them not less than 
ten days’ written notice thereof. In the event the [commissioner] is 
advised by the rating organization that it does not desire a hearing 
he may, upon the consent of the applicant, waive such hearing. In 
considering the application for permission to file such deviation the 
(commissioner] shall give consideration to the available statistics and 
the principles for rate making as provided in Section 3 of this Act. 
The [commissioner] shall issue an order permitting the deviation for 
such insurer to be filed if he finds it to be justified and it shall there- 
upon become effective. He shall issue an order denying such applica- 
tion if he finds that the resulting premiums would be excessive, inade- 
quate or unfairly discriminatory. Each deviation permitted to be filed 
shall be effective for a period of one year from the date of such permis- 
sion unless terminated sooner with the approval of the [commissioner]. 


§8 Appeal by Minority. 

Any member of or subscriber to a rating organization may appeal 
tothe [commissioner] from the action or decision of such rating organi- 
zation in approving or rejecting any proposed change in or addition to 
the filings of such rating organization and the [commissioner] shall, 
after a hearing held upon not less than ten days’ written notice to 
the appellant and to such rating organization, issue an order approving 
the action or decision of such rating organization or directing it to 
give further consideration to such proposal, or, if such appeal is from 
the action or decision of the rating organization in rejecting a pro- 
posed addition to its filings, he may, in the event he finds that such 
action or decision was unreasonable, issue an order directing the rating 
organization to make an addition to its filings, on behalf of its members 
and subscribers, in a manner consistent with his findings, within a 
reasonable time after the issuance of such order. 
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§9. Information to Be Furnished Insureds: Hearings and Ap. 
peals of Insureds. 


Every rating organization and every insurer which makes its oy, 
rates shall, within a reasonable time after receiving written request 
therefor and upon payment of such reasonable charge as it may make 
furnish to any insured affected by a rate made by it, or to the authorizg 
representative of such insured, all pertinent information as to such rate 
Every rating organization and every insurer which makes its own rate 
shall provide within this state reasonable means whereby any persop 
aggrieved by the application of its rating system may be heard, in perso 
or by his authorized representative, on his written request to reviey 
the manner in which such rating system has been applied in connection 
with the insurance afforded him. If the rating organization or insurer 
fails to grant or reject such request within thirty days after it is made 
the applicant may proceed in the same manner as if his application 
had been rejected. Any party affected by the action of such rating 
organization or such insurer on such request may, within thirty days 
after written notice of such action, appeal to the [commissioner], who, 
after a hearing held upon not less than ten days’ written notice to the 
appellant and to such rating organization or insurer, may affirm or 
reverse such action. 


§10. Advisory Organizations. 


(a) Every group, association or other organiaztion of insurers, 
whether located within or outside this state, which assists insurers 
which make their own filings or rating organizations in rate making, 
by the collection and furnishing of loss or expense statistics, or by the 
submission of recommendations, but which does not make filings under 
this Act, shall be known as an advisory organization. 


(b) Every advisory organization shall file with the [commissioner] 
(1) a copy of its constitution, its articles of agreement or association 
or its certificate of incorporation and of its by-laws, rules and regu- 
lations governing its activities, (2) a list of its members, (3) the name 
and address of a resident of this state upon whom notices or orders 
of the [commissioner] or process issued at his direction may be served, 
and (4) an agreement that the [commissioner] may examine such at- 


visory organization in accordance with the provisions of Section 12 of 
this Act. 


(c) If, after a hearing, the [commissioner] finds that the furnish- 
ing of such information or assistance involves any act or practice which 
is unfair or unreasonable or otherwise inconsistent with the provisions 
of this Act, he may issue a written order specifying in what respects 
such act or practice is unfair or unreasonable or otherwise inconsistent 
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yith the provisions of this Act, and requiring the discontinuance of 
gch act or practice. 


(d) No insurer which makes its own filings nor any rating organi- 
ation shall support its filings by statistics or adopt rate making recom- 
mendations, furnished to it by an advisory organization which has not 
gmplied with this Section or with an order of the [commissioner] 
involving such statistics or recommendations issued under subsection 
(c) of this Section. If the [commissioner] finds such insurer or rating 
organization to be in violation of this subsection he may issue an order 
requiring the discontinuance of such violation. 


{11, Joint Underwriting or Joint Reinsurance. 


(a) Every group, association or other organization of insurers 
which engages in joint underwriting or joint reinsurance, shall be sub- 
jet to regulation with respect thereto as herein provided, subject, 
however, with respect to joint underwriting, to all other provisions of 
this Act and, with respect to joint reinsurance, to Sections 12 and 15 
to 19 of this Act. 


(b) If, after a hearing, the [commissioner] finds that any activity 
ot practice of any such group, association or other organization is un- 
gir or unreasonable or otherwise inconsistent with the provisions of 
this Act, he may issue a written order specifying in what respects such 
xtivity or practice is unfair or unreasonable or otherwise inconsistent 
with the provisions of this Act, and requiring the discontinuance of 
sich activity or practice. 


$12, Examinations.! 


The [commissioner] shall, at least once in five years, make or 
} use to be made an examination of each rating organization licensed in 
this state as provided in Section 6 and he may, as often as he may 
deem it expedient, make or cause to be made an examination of each 
alvisory organization referred to in Section 10 and of each group, 
association or other organization referred to in Section 11. The rea- 
snable costs of any such examination shall be paid by the rating organi- 
ution, advisory organization, or group, association or other organiza- 
tien examined upon presentation to it of a detailed account of such 
wsts. The officers, manager, agents and employees of such rating 
oganization, advisory organization, or group, association or other 
otganization may be examined at any time under oath and shall exhibit 
il books, records, accounts, documents, or agreements governing its 
method of operation. In lieu of any such examination the [commis- 
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sioner] may accept the report of an examination made by the insurang 
supervisory official of another state, pursuant to the laws of such state 


1 Under the laws of several of the 
states, reports of examinations 
are not made public until the 
organization examined has an 
opportunity to review the pro- 
posed report and to have a hear- 
ing with reference thereto, after 
which hearing the report is filed 
for public inspection and _ be- 
comes admissible in evidence as 
a public record. In any state 
that has no such law, it is sug- 
gested that provisions to this 
effect be adopted. 


§ 13. Rate Administration. 


(a) Recording and Reporting of Loss and Expense Experience, 

The [commissioner] shall promulgate reasonable rules and statis. 
tical plans, reasonably adapted to each of the rating systems on file 
with him, which may be modified from time to time and which shall 
be used thereafter by each insurer in the recording and reporting of its 
loss and countrywide expense experience, in order that the experience 
of all insurers may be made available at least annually in such form 
and detail as may be necessary to aid him in determining whether 
rating systems comply with the standards set forth in Section 3. Such 
rules and plans may also provide for the recording and reporting of 
expense experience items which are specially applicable to this state 
and are not susceptible of determination by a prorating of country- 
wide expense experience. In promulgating such rules and plans, the 
[commissioner] shall give due consideration to the rating systems on 
file with him and, in order that such rules and plans may be as uniform 
as is practicable among the several states, to the rules and to the form 
of the plans used for such rating systems in other states. No insurer 
shall be required to record or report its loss experience on a classifica- 
tion basis that is inconsistent with the rating system filed by it. The 
[commissioner] may designate one or more rating organizations of 
other agencies to assist him in gathering such experience and making 
compilations thereof, and such compilations shall be made available, 
subject to reasonable rules promulgated by the [commissioner], to 
insurers and rating organizations. 


(b) Interchange of Rating Plan Data. 


Reasonable rules and plans may be promulgated by the [commis- 
sioner] for the interchange of data necessary for the application of 
rating plans. 
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(c) Consulation with Other States. 


In order to further uniform administration of rate regulatory laws, 
the [commissioner] and every insurer and rating organization may ex- 
change information and experience data with insurance supervisory 
oficials, insurers and rating organizations in other states and may 
consult with them with respect to rate making and the application of 
rating systems. 


(d) Rules and Regulations. 


The [commissioner] may make reasonable rules and regulations 
necessary to effect the purposes of this Act. 


§14, False or Misleading Information. 


No person or organization shall wilfully withhold information from, 
or knowingly give false or misleading information to, the [commis- 
sioner], any statistical agency designated by the [commissioner], any 
rating Organization, or any insurer, which will affect the rates or pre- 
mums chargeable under this Act. A violation of this Section shall sub- 
ject the one guilty of such violation to the penalties provided in Sec- 
tion 15 of this Act. 


$15. Penalties. 


The [commissioner] may, if he finds that any person or organiza 
tion has violated any provision of this Act, impose a penalty of not 
more than fifty dollars ($50) for each such violation, but if he finds such 
violation to be wilful he may impose a penalty of not more than five 
hundred dollars ($500) for each such violation. Such penalties may 
bein addition to any other penalty provided by law’. 


The [commissioner] may suspend the license of any rating organi- 
ation or insurer which fails to comply with an order of the [commis- 
sioner] within the time limited by such order, or any extension thereof 
which the [commissioner] may grant. The [commissioner] shall not 
suspend the license of any rating organization or insurer for failure to 
comply with an order until the time prescribed for an appeal there- 
irom has expired or if an appeal has been taken, until such order has 
heen affirmed. The [commissioner] may determine when a suspension 
of license shall become effective and it shall remain in effect for the 
period fixed by him, unless he modifies or rescinds such suspension, 


or until the order upon which such suspension is based is modified, 
rescinded or reversed. 


No penalty shall be imposed and no license shall be suspended or 
revoked except upon a written order of the [commissioner], stating his 
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findings, made after a hearing held upon not less than ten days’ writte, | §18 C 


notice to such person or organization specifying the alleged violation 


1 In some states the imposition of 
fines by administrative officials 
is prohibited by basic law. It 
may be necessary to modify this 
section to provide for the im- 
position of fines and penalties 
by some other appropriate state 
authority. 


§ 16. Hearing Procedure and Judicial Review. 


(a) Any insurer or rating organization aggrieved by any order | 


or decision of the [commissioner] made without a hearing, may, within 
thirty days after notice of the order to the insurer or organization, make 
written request to the [commissioner] for a hearing thereon. The [com. 
missioner] shall hear such party or parties within twenty days after 
receipt of such request and shall give not less than ten days’ written 
notice of the time and place of the hearing. Within fifteen days after 
such hearing the [commissiener] shall affirm, reverse or modify his 
previous action, specifying his reasons therefor. Pending such hearing 
and decision thereon the [commissioner] may suspend or postpone the 
effective date of his previous action. 


(b) Nothing contained in this Act shall require the observance 
at any hearing of formal rules of pleading or evidence. 


(c) Any order or decision of the [commissioner] shall be subject 
to review (here insert language indicating scope of the review) 


aetelnsagepistnd..~.yoniieusk ee Ah 
[writ of certiorari]! to [the 2... Ane . court]! at the 


instance of any party in interest. 


The court shall determine whether the filing of the [appeal]! 
[petition for such writ]! shall operate as a stay of any such order 
or decision of the [commissioner]. The court may, in disposing of 
the issue before it, modify, affirm or reverse the order or decision of 
the [commissioner] in whole or in part. 


1 Consideration should be given to 
the practice and procedure in 
each state. 


§ 17. Laws Repealed. 


ee 
state are hereby repealed. All other laws or parts of laws incon 
sistent with the provisions of this Act are hereby repealed. 
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ri | 518. Constitutionality. 
n ai 
lation If any section, subsection, subdivision, paragraph, sentence or 
dause of this Act is held invalid or unconstitutional, such decision shall 
got affect the remaining portions of this Act. 


19, Effective Date. 
This Act shall take effect! 


Seewoeocoecwocco coc ccwcewnwoccncce cowcwes coo ceccceccnescowccccoce 


1The effective date of this Act 
should be set sufficiently ahead 
to allow the insurance depart- 
ment, the companies and the 


rating organizations to prepare 
Order . 
aie themselves with necessary per- 
within sonnel and procedures to carry 
mak out the purposes of the Act. 
. ' Under the provisions of subsec- 
[com- tion (h) of Section 4, the pro- 
; af visions of the Act go into effect 
3 alter as to the use of regulated rates 
vritten 90 days after the effective date 
of the Act. It is, therefore, rec- 
S after 
fy his date should be not later than 
October 1, 1947, which is 90 
earing days prior to January 1, 1948, 
ne the when the moratorium under 


Public Law 15 ends. 


Ivance 
Additional Section Recommended for State Which Has 
Inadequate Anti-Rebate Law or Has No Such Law. 


| 
ommended that such effective 
| 


subject 

. _| §[]. Rebates Prohibited. 

=~ No broker or agent shall knowingly charge, demand or receive a 

“ee premium for any policy of insurance except in accordance with the 
provisions of this Act. No insurer or employee thereof, and no broker 

peal]' | oragent shall pay, allow, or give, or offer to pay, allow, or give, directly 

order | or indirectly, as an inducement to insurance, or after insurance has 

ing of | ben effected, any rebate, discount, abatement, credit or reduction of the 

sion of | premium named in a policy of insurance, or any special favor or ad- 
vantage in the dividends or other benefits to accrue thereon, or any 
valuable consideration or inducement whatever, not specified in the 
policy of insurance, except to the extent provided for in an applicable 
fling. No insured named in a policy of insurance, nor any employee 
of such insured shall knowingly receive or accept, directly or indi- 

of this | tectly, any such rebate, discount, abatement, credit or reduction of 


incon- | pfemium, or any such special favor or advantage or valuable considera- 
| tion or inducement. 
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Nothing in this Section shall be construed as prolubiting the 
ment of commissions or other compensation to duly licensed agents and 
brokers, nor as prohibiting any insurer from allowing or returning t 
its participating policyholders, members or subscribers, dividends, say. 
ings or unabsorbed premium deposits. As used in this Section te 
word “insurance” includes suretyship and the word “policy” 
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ALL INDUSTRY BILL 


CASUALTY AND SURETY RATE REGULATORY BILL 


With amendments adopted by the 
All Industry Committee—Jan. 24, 1947. 


An Act relative to the regulation of rates for certain casualty insur- 
ance including fidelity, surety and guaranty bonds and for all 
other forms of motor vehicle insurance, and to rating organiza- 
tions [and repealing sections 


er ORe REO Pe Se ee oS cee ree. }: 


§1. Purpose of Act. 


The purpose of this Act is to promote the public welfare by regu- 
lating insurance rates to the end that they shall not be excessive, inade- 
quate or unfairly discriminatory, and to authorize and regulate coopera- 
tive action among insurers in rate making and in other matters within 
the scope of this Act. Nothing in this Act is intended (1) to prohibit 
ot discourage reasonable competition, or (2) to prohibit, or encourage 
except to the extent necessary to accomplish the aforementioned pur- 
pose, uniformity in insurance rates, rating systems, rating plans or 
practices. This Act shall be liberally interpreted to carry into effect 
the provisions of this Section. 


§2, Scope of Act. 


This Act applies to casualty insurance!, including fidelity, surety 
and guaranty bonds, and to all other forms of motor vehicle insurance, 
on risks or operations in this state, except: 


(a) reinsurance, other than joint reinsurance to the extent stated 
in Section 11; 


(b) accident and health insurance; 


(c) insurance against loss of or damage to aircraft or against 
lability, other than workmen’s compensation and employers’ liability, 
arising out of the ownership, maintenance or use of aircraft; 

ry eens SN ee ee 


If any kind of insurance, subdivision or combination thereof, or 
type of coverage, subject to this Act, is also subject to regulation by 
another rate regulatory act of this state, an insurer to which both acts 
are otherwise applicable shall file with the [commissioner of insurance], 
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hereinafter referred to as [commissioner], a designation as to which 
rate regulatory act shall be applicable to it with respect to such king 
of insurance, subdivision or combination thereof, or type of cOverage, 


1 The words “casualty insurance” 
are used herein in their gener- 
ally accepted trade sense. The 
wording of the section should be 
fitted to any laws of the state 
which classify insurance. 


2 Here list any other kinds of 
casualty insurance to which this 
Act does not apply. 


§ 3. Making of Rates. 


(a) All rates shall be made in accordance with the following pro. 
visions : 


1. Due consideration shall be given to past and prospective loss 
experience within and outside this state, to catastrophe hazards, if any, 
to a reasonable margin for! profit and contingencies, to dividends, say. 
ings or unabsorbed premium deposits allowed or returned by insurers 
to their policyholders, members or subscribers, to past and prospective 
expenses both countrywide and those specially applicable to this state, 
and to all other relevant factors within and outside this state; 


2. The systems of expense provisions included in the rates for use 
by any insurer or group of insurers may differ from those of other 
insurers or groups of insurers to reflect the requirements of the operating 
methods of any such insurer or group with respect to any kind of insur- 
ance, or with respect to any subdivision or combination thereof for 
which subdivision or combination separate expense provisions are ap- 
plicable ; 


3. Risks may be grouped by classifications for the establishment of 
rates and minimum premiums. Classification rates may be modified 
to produce rates for individual risks in accordance with rating plans 
which establish standards for measuring variations in hazards or ex- 
pense provisions, or both. Such standards may measure any differences 
among risks that can be demonstrated to have a probable effect upon 
losses or expenses ; 


4. Rates shall not be excessive, inadequate or unfairly discrim- 
inatory. 


(b) Except to the extent necessary to meet the provisions of sub 
division 4 of subsection (a) of this Section, uniformity among insurers 
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in any matters within the scope of this Section is neither required nor 
prohibited. 


1The All-Industry Conference 

Be. Committee believes the word 
“ynderwriting” should precede 
the word “profit”. The Na- 
tional Association of Insurance 
Commissioners is giving further 
study to this matter. 


which 
h king 


54, Rate Filings. 


(a) Every insurer shall file with the [commissioner] every manual 
of classifications, rules and rates, every rating plan and every modifica- 
ion of any of the foregoing which it proposes to use. Every such filing 
shall state the proposed effective date thereof, and shall indicate the 
character and extent of the coverage contemplated. When a filing is 
not accompanied by the information upon which the insurer supports 
ve loss | such filing, and the [commissioner] does not have sufficient informa- 
if any, | tion to determine whether such filing meets the requirements of the 
s, sth. Act, he shall require such insurer to furnish the information upon which 
isurers | it Supports such filing and in such event the waiting period shall com- 
pective | mence as of the date such information is furnished. The information 
sta furnished in support of a filing may include (1) the experience or 

' judgment of the insurer or rating organization making the filing, (2) its 

interpretation of any statistical data it relies upon, (3) the experience 

for use | of other insurers or rating organizations, or (4) any other relevant 

other | factors. A filing and any supporting information shall be open to pub- 
erating | lic inspection after the filing becomes effective. 


B pro: 


"insur (b) An insurer may satisfy its obligation to make such filings by 
cof for | becoming a member of, or a subscriber to, a licensed rating organiza- 
ire ap- | tion which makes such filings, and by authorizing the [commissioner] 
to accept such filings on its behalf; provided, that nothing contained 
inthis Act shall be construed as requiring any insurer to become a mem- 


\ 

nr of ber of or a subscriber to any rating organization. 
\odified oe , 

(c) The [commissioner] shall review filings as soon as reason- 
¥ plans ; 
La | ably possible after they have been made in order to determine whether 

they meet the requirements of this Act. 

erences 
t tpon | (d) Subject to the exception specified in subsection (e) of this 


Section, each filing shall be on file for a waiting period of fifteen days 
before it becomes effective, which period may be extended by the [com- 
jiscrim- | missioner] for an additional period not to exceed fifteen days if he 

gives written notice within such waiting period to the insurer or rating 
had. organization which made the filing that he needs such additional time 


dentine for the consideration of such filing. Upon written application by such 
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insurer or rating organization, the [commissioner] may authorize , 
filing which he has reviewed to become effective before the expiration 
of the waiting period or any extension thereof. A filing shall be deemed 
to meet the requirements of this Act unless disapproved by the [commis. 
sioner] within the waiting period or any extension thereof. 


(e) Any special filing with respect to a surety or guaranty bond 
required by law or by court or executive order or by order, rule or 
regulation of a public body, not covered by a previous filing, shall 
become effective when filed and shall be deemed to meet the require. 
ments of this Act until such time as the [commissioner] reviews the 
filing and so long thereafter as the filing remains in effect. 


(f) Under such rules and regulations as he shall adopt the [com- 
missioner] may, by written order, suspend or modify the requirement of 
filing as to any kind of insurance, subdivision or combination thereof, 
or as to classes of risks, the rates for which cannot practicably be filed 
before they are used. Such orders, rules and regulations shall be made 
known to insurers and rating organizations affected thereby. The [com- 
missioner] may make such examination as he may deem advisable to 
ascertain whether any rates affected by such order meet the standards 
set forth in subdivision 4 of subsection (a) of Section 3. 


(g) Upon the written application of the insured, stating his reasons 
therefor, filed with and approved by the [commissioner], a rate in 
excess of that provided by a filing otherwise applicable may be used 
on any specific risk. 

(h) Beginning ninety days after the effective date of this Act no 
insurer shall make or issue a contract or policy except in accordance with 
filings which are in effect for said insurer as provided in this Act or 
in accordance with subsections (f) or (g) of this Section. 


§ 5. Disapproval of Filings. 


(a) If within the waiting period or any extension thereof as pro- 
vided in subsection (d) of Section 4, the [commissioner] finds that 
a filing does not meet the requirements of this Act, he shall send to the 
insurer or rating organization which made such filing written notice 
of disapproval of such filing specifying therein in what respects he 
finds such filing fails to meet the requirements of this Act and stating 
that such filing shall not become effective. 


(b) If within thirty days after a special surety or guaranty filing 
subject to subsection (e) of Section 4 has become effective, the [com- 
missioner] finds that such filing does not meet the requirements of this 
Act, he shall send to the insurer or rating organization which made 
such filing written notice of disapproval of such filing specifying therein 
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in what respects he finds that such filing fails to meet the requirements 
of this Act and stating when, within a reasonable period thereafter, such 
filing shall be deemed no longer effective. Said disapproval shall not 
affect any contract made or issued prior to the expiration of the period 
set forth in said notice. 


(c) If at any time subsequent to the applicable review period pro- 
yided for in subsection (a) or (b) of this Section, the [commissioner] 
fnds that a filing does not meet the requirements of this Act, he shall, 
after a hearing held upon not less than ten days’ written notice, specify- 
ing the matters to be considered at such hearing, to every insurer and 
rating organization which made such filing, issue an order specifying 
in what respects he finds that such filing fails to meet the requirements 
of this Act, and stating when, within a reasonable period thereafter, 
such filing shall be deemed no longer effective. Copies of said order 
shall be sent to every such insurer and rating organization. Said order 
shall not affect any contract or policy made or issued prior to the expira- 
tion of the period set forth in said order. 


(d) Any person or organization aggrieved with respect to any 
filing which is in effect may make written application to the [commis- 
sioner] for a hearing thereon, provided, however, that the insurer or 
rating organization that made the filing shall not be authorized to 
proceed under this subsection. Such application shall specify the grounds 
to be relied upon by the applicant. If the [commissioner] shall find 
that the application is made in good faith, that the applicant would be 
so aggrieved if his grounds are established, and that such grounds other- 
wise justify holding such a hearing, he shall, within thirty days after 
receipt of such application, hold a hearing upon not less than ten days’ 
written notice to the applicant and to every insurer and rating organiza- 
tion which made such filing. 


If, after such hearing, the [commissioner] finds that the filing does 
not meet the requirements of this Act, he shall issue an order specifying 
in what respects he finds that such filing fails to meet the requirements 
of this Act, and stating when, within a reasonable period thereafter, such 
filing shall be deemed no longer effective. Copies of said order shall 
be sent to the applicant and to every such insurer and rating organiza- 
tion. Said order shall not affect any contract or policy made or issued 
prior to the expiration of the period set forth in said order. 


(e) No manual of classifications, rules, rating plan, or any modifica- 
tion of any of the foregoing which establishes standards for measuring 
variations in hazards or expense provisions, or both, and which has been 
filed pursuant to the requirements of Section 4 of this Act shall be dis- 
approved if the rates thereby produced meet the requirements of this Act. 


47932 O—60—pt. 8 42 
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§6. Rating Organizations. 


(a) A corporation, an unincorporated association, a partnership or 
an individual, whether located within or outside this state, may make 
application to the [commissioner] for license as a rating organization 
for such kinds of insurance or subdivisions thereof as are specified jn 
its application and shall file therewith (1) a copy of its constitution, its 
articles of agreement or association or its certificate of incorporation, 
and of its by-laws, rules and regulations governing the conduct of its 
business, (2) a list of its members and subscribers, (3) the name and 
address of a resident of this state upon whom notices or orders of the 
[commissioner] or process affecting such rating organization may be 
served and (4) a statement of its qualifications as a rating organization, 
If the [commissioner] finds that the applicant is competent, trustworthy 
and otherwise qualified to act as a rating organization and that its 
constitution, articles of agreement or association or certificate of jn- 
corporation, and its by-laws, rules and regulations governing the con- 
duct of its business conform to the requirements of law, he shall issue 
a license specifying the kinds of insurance or subdivisions thereof for 
which the applicant is authorized to act as a rating organization. Every 
such application shall be granted or denied in whole or in part by the 
[commissioner] within sixty days of the date of its filing with him, 
Licenses issued pursuant to this Section shall remain in effect for three 
years unless sooner suspended or revoked by the [commissioner]. The 
fee for said license shall be twenty-five dollars. Licenses issued pur- 
suant to this Section may be suspended or revoked by the [commis- 
sioner], after hearing upon notice, in the event the rating organization 
ceases to meet the requirements of this subsection. Every rating organi- 
zation shall notify the [commissioner] promptly of every change in 
(1) its constitution, its articles of agreement or association or its cer- 
tificate of incorporation, and its by-laws, rules and regulations govern- 
ing the conduct of its business, (2) its list of members and subscribers 
and (3) the name and address of the resident of this state designated 
by it upon whom notices or orders of the [commissioner] or process 
affecting such rating organization may be served. 


(b) Subject to rules and regulations which have been approved 
by the [commissioner] as reasonable, each rating organization shall per- 
mit any insurer, not a member, to be a subscriber to its rating services 
for any kind of insurance or subdivision thereof for which it is authorized 
to act as a rating organization. Notice of proposed changes in such 
rules and regulations shall be given to subscribers. Each rating organ- 
ization shall furnish its rating services without discrimination to its 
members and subscribers. The reasonableness of any rule or regula- 
tion in its application to subscribers, or the refusal of any rating organ- 
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ation to admit an insurer as a subscriber, shall, at the request of any 
subscriber or any such insurer, be reviewed by the [commissioner] at 
a hearing held upon at least ten days’ written notice to such rating 
organization and to such subscriber or insurer. If the [commissioner] 
fnds that such rule or regulation is unreasonable in its application 
to subscribers, he shall order that such rule or regulation shall not 
be applicable to subscribers. If the rating organization fails to grant 
or reject an insurer’s application for subscribership within thirty days 
after it was made, the insurer may request a review by: the [commis- 
sioner] as if the application had been rejected. If the [commissioner] 
finds that the insurer has been refused admittance to the rating organ- 
ization as a subscriber without justification, he shall order the rating 
organization to admit the insurer as a subscriber. If he finds that the 
action of the rating organization was justified, he shall make an order 
afirming its action. 


(c) No rating organization shall adopt any rule the effect of which 
would be to prohibit or regulate the payment of dividends, savings or 
unabsorbed premium deposits allowed or returned by insurers to their 
policyholders, members or subscribers. 


(d) Cooperation among rating organizations or among rating or- 
ganizations and insurers in rate making or in other matters within the 
scope of this Act is hereby authorized, provided the filings resulting from 
such cooperation are subject to all the provisions of this Act which 
are applicable to filings generally. The [commissioner] may review 
such cooperative activities and practices and if, after a hearing, he finds 
that an¥ such activity or practice is unfair or unreasonable or otherwise 
inconsistent with the provisions of this Act, he may issue a written 
otder specifying in what respects such activity or practice is unfair 
or unreasonable or otherwise inconsistent with the provisions of this 
Act, and requiring the discontinuance of such activity or practice. 


§7. Deviations. 


Every member of or subscriber to a rating organization shall adhere 
to the filings made on its behalf by such organization except that any 
such insurer may make written application to the [commissioner] for 
permission to file a uniform percentage decrease or increase to be ap- 
plied to the premiums produced by the rating system so filed for a 
kind of insurance or for a class of insurance which is found by the 
[commissioner] to be a proper rating unit for the application of such 
uniform percentage decrease or increase, or for a subdivision of a kind 
of insurance (1) comprised of a group of manual classifications which 
is treated as a separate unit for rate making purposes, or (2) for which 
separate expense provisions are included in the filings of the rating 








5014 THE INSURANCE INDUSTRY 


organization. Such application shall specify the basis for the modifica. 
tion and shall be accompanied by the data upon which the applicant 
relies. A copy of the application and data shall be sent simultaneously 
to such rating organization. The [commissioner] shall set a time and 
place for a hearing at which the insurer and such rating organization 
may be heard and shall give them not less than ten days’ written notice 
thereof. In the event the [commissioner] is advised by the rating 
organization that it does not desire a hearing he may, upon the cop. 
sent of the applicant, waive such hearing 


z 


The [commissioner] shall 
issue an order permitting the modification for such insurer to be filed 
it he finds it to be justified and it shall thereupon become effective. He 
shall issue an order denying such application if he finds that the modi- 
fication is not justified or that the resulting premiums would be exces. 
sive, inadequate or unfairly discriminatory. Each deviation permitted 
to be filed shall be effective for a period of one year from the date of 
such permission unless terminated sooner with the approval of the [com- 
missioner |. 


§ 8. Appeal by Minority. 


Any member of or subscriber to a rating organization may ap- 
peal to the [commissioner] from the action or decision of such rating 
organization in approving or rejecting any proposed change in or ad- 
dition to the filings of such rating organization and the [commissioner] 
shall, after a hearing held upon not less than ten days’ written notice 
to the appellant and to such rating organization, issue an order approy- 
ing the action or decision of such rating organization or directing it 
to give further consideration to such proposal, or, if such appeal is from 
the action or decision of the rating organization in rejecting a pro- 
posed addition to its filings, he may, in the event he finds that such 
action or decision was unreasonable, issue an order directing the rating 
organization to make an addition to its filings, on behalf of its members 
and subscribers, in a manner consistent with his findings, within a rea- 
sonable time after the issuance of such order. 


If such appeal is based upon the failure of the rating organiza- 
tion to make a filing on behalf of such member or subscriber which is 
based on a system of expense provisions which differs, in accordance 
with the right granted in subdivision 2 of subsection (a) of Section 3, 
from the system of expense provisions included in a filing made by the 
rating organization, the [commissioner] shall, if he grants the appeal, 
order the rating organization to make the requested filing for use by the 
appellant. In deciding such appeal the [commissioner] shall apply the 
standards set forth in Section 3. 
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9, Information to Be Furnished Insureds; Hearings and Appeals 
of Insureds. 


Every rating organization and every insurer which makes its own 
rates shall, within a reasonable time after receiving written request 
therefor and upon payment of such reasonable charge as it may make, 
fyrnish to any insured affected by a rate made by it, or to the authorized 
representative of such insured, all pertinent information as to such rate. 


Every rating organization and every insurer which makes its own 
rates shall provide within this state reasonable means whereby any 
person aggrieved by the application of its rating system may be heard, 
in person or by his authorized representative, on his written request 
to review the manner in which such rating system has been applied in 
connection with the insurance afforded him. If the rating organization 
or insurer fails to grant or reject such request within thirty days after 
it is made, the applicant may proceed in the same manner as if his 
application had been rejected. Any party affected by the action of such 
rating organization or such insurer on such request may, within thirty 
days after written notice of such action, appeal to the [commissioner], 
who, after a hearing held upon not less than ten days’ written notice 
to the appellant and to such rating organization or insurer, may affirm 
or reverse such action. 


§10. Advisory Organizations. 


(a) Every group, association or other organization of insurers, 
whether located within or outside this state, which assists insurers which 
make their own filings or rating organizations in rate making, by the 
collection and furnishing of loss or expense statistics, or by the sub- 
mission of recommendations, but which does not make filings under 
this Act, shall be known as an advisory organization. 


(b) Every advisory organization shall file with the [commissioner] 
(1) a copy of its constitution, its articles of agreement or association 
or its certificate of incorporation and of its by-laws, rules and regula- 
tions governing its activities, (2) a list of its members, (3) the name 
and address of a resident of this state upon whom notices or orders 
of the [commissioner] or process issued at his direction may be served, 
and (4) an agreement that the [commissioner] may examine such 


advisory organization in accordance with the provisions of Section 12 of 
this Act. 


(c) If, after a hearing, the [commissioner] finds that the furnish- 
ing of such information or assistance involves any act or practice which 
is unfair or unreasonable or otherwise inconsistent with the provi- 
sions of this Act, he may issue a written order specifying in what respects 
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such act or practice is unfair or unreasonable or otherwise inconsistent 
with the provisions of this Act, and requiring the discontinuance of 
such act or practice. 


(d) No insurer which makes its own filings nor any rating organi. 
zation shall support its filings by statistics or adopt rate making recom. 
mendations, furnished to it by an advisory organization which has not 
complied with this Section or with an order of the [commissioner] 
involving such statistics or recommendations issued under subsection (c) 
of this Section. If the [commissioner] finds such insurer or rating 
organization to be in violation of this subsection he may issue an order 
requiring the discontinuance of such violation. 


§ 11. Joint Underwriting or Joint Reinsurance. 

(a) Every group, association or other organization of insurers 
which engages in joint underwriting or joint reinsurance, shall be 
subject to regulation with respect thereto as herein provided, subject, 
however, with respect to joint underwriting, to all other provisions of 
this Act and, with respect to joint reinsurance, to Sections 12 and 16 


to 20 of this Act. 


(b) If, after a hearing, the [commissioner] finds that any activity 
or practice of any such group, association or other organization is 
unfair or unreasonable or otherwise inconsistent with the provisions 
of this Act, he may issue a written order specifying in what respects 
such activity or practice is unfair or unreasonable or otherwise incon- 
sistent with the provisions of this Act, and requiring the discontinuance 
of such activity or practice. 


§ 12. Examinations’. 


The [commissioner] shall, at least once in five years, make or 
cause to be made an examination of each rating organization licensed 
in this state as provided in Section 6 and he may, as often as he may 
deem it expedient, make or cause to be made an examination of each 
advisory organization referred to in Section 10 and of each group, 
association or other organization referred to in Section 11. The reason- 
able costs of any such examination shall be paid by the rating organi- 
zation, advisory organization, or group, association or other organiza- 
tion examined upon presentation to it of a detailed account of such 
costs. The officer, manager, agents and employees of such rating organ- 
ization, advisory organization, or group, association or other organiza- 
tion may be examined at any time under oath and shall exhibit all books, 
records, accounts, documents, or agreements governing its method of 
operation. In lieu of any such examination the [commissioner] may 
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gecept the report of an examination made by the insurance supervisory 
official of another state, pursuant to the laws of such state. 


1 Under the laws of several of the 
states, reports of examinations 
are not made public until the or- 
ganization examined has an op- 
portunity to review the proposed 
report and to have a hearing 
with reference thereto, after 
which hearing the report is filed 
for public inspection and be- 
comes admissible in evidence as 
a public record. In any state 
that has no such law, it is sug- 
gested that provisions to this 
effect be adopted. 


§13. Rate Administration. 


(a) Recording and Reporting of Loss and Expense Experience. 


The [commissionerj shall promulgate reasonable rules and statistical 


plans, reasonably adapted to each of the rating systems on file with 
him, which may be modified from time to time and which shall be used 
thereafter by each insurer in the recording and reporting of its loss 
and countrywide expense experience, in order that the experience of 
all insurers may be made available at least annually in such form and 
detail as may be necessary to aid him in determining whether rating 
systems comply with the standards set forth in Section 3. Such rules 
and plans may also provide for the recording and reporting of expense 
experience items which are specially applicable to this state and are 
not susceptible of determination by a prorating of countrywide expense 
experience. In promulgating such rules and plans, the [commissioner] 
shall give due consideration to the rating systems on file with him and, 
in order that such rules and plans may be as uniform as is practicable 
among the several states, to the rules and to the form of the plans used 
for such rating systems in other states. No insurer shall be required 
to record or report its loss experience on a classification basis that is 
inconsistent with the rating system filed by it. The [commissioner] 
may designate one or more rating organizations or other agencies to 
assist him in gathering such experience and making compilations thereof, 
and such compilations shall be made available, subject to reasonable 
tules promulgated by the [commissioner], to insurers and rating organi- 
zations. 


(b) Interchange of Rating Plan Data. Reasonable rules and plans 
may be promulgated by the [commissioner] for the interchange of data 
necessary for the application of rating plans. 


(c) Consultation with Other States. In order to further uniform 
administration of rate regulatory laws, the [commissioner] and every 
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insurer and rating organization may exchange information and exper}. 
ence data with insurance supervisory officials, insurers and rating organ. 
izations in other states and may consult with them with respect to rate 
making and the application of rating systems. 


(d) Rules and Regulations. The [commissioner] may make reg. 
sonable rules and regulations necessary to effect the purposes of this Act, 


§ 14. False or Misleading Information. 


No person or organization shall wilfully withhold information from, 
or knowingly give false or misleading information to, the [commis. 
sioner], any statistical agency designated by the [commissioner], any 
rating organization, or any insurer, which will affect the rates or pre. 
miums chargeable under this Act. A violation of this Section shal] 
subject the one guilty of such violation to the penalties provided jn 
Section 16 of this Act. 


§ 15. Assigned Risks!. 


Agreements may be made among insurers with respect to the 
equitable apportionment among them of insurance which may be afforded 
applicants who are in good faith entitled to but who are unable to pro- 
cure such insurance through ordinary methods and such insurers may 
agree among themselves on the use of reasonable rate modifications 
for such insurance, such agreements and rate modifications to be sub- 
ject to the approval of the [commissioner]. 


1 This section does not purport to 
deal with the question as to 
whether assigned risk plans 
should be voluntary or statu- 
tory, nor as to what features, 
including judicial review, should 
be contained in such plans. If 
these questions are to be dealt 
with by statutory provision such 
provision should preferably be 
in another statute. 


§ 16. Penalties. 


The [commissioner] may, if he finds that any person or organi- 
zation has violated any provision of this Act, impose a penalty of not 
more than fifty dollars ($50) for each such violation, but if he finds such 
violation to be wilful he may impose a penalty of not more than five 
hundred dollars ($500) for each such violation. Such penalties may be 
in addition to any other penalty provided by law!. 

The [commissioner] may suspend the license of any rating organi- 
zation or insurer which fails to comply with an order of the [com- 
missioner] within the time limited by such order, or any extension 


thereof which the [commissioner] may grant. The [commissioner] 
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shall not suspend the license of any rating organization or insurer for 
gilure to comply with an order until the time prescribed for an appeal 
therefrom has expired or if an appeal has been taken, until such order 
has been affirmed. The [commissioner] may determine when a sus- 
pension of license shall become effective and it shall remain in effect 
for the period fixed by him, unless he modifies or rescinds such sus- 
gension, or until the order upon which such suspension is based is modi- 
fed, rescinded or reversed. 


No penalty shall be imposed and no license shall be suspended or 
revoked except upon a written order of the [commissioner], stating his 
(ndings, made after a hearing held upon not less than ten days’ writ- 
ten notice to such person or organization specifying the alleged violation. 


1In some states the imposition of 

fines by administrative officers 
is prohibited by basic law. It 
may be necessary to modify this 
section to provide for the im- 
position of fines and penalties 
by some other appropriate state 
authority. 


$17. Hearing Procedure and Judicial Review. 


(a) Any insurer or rating organization aggrieved by any order or 
decision of the [commissioner] made without a hearing, may, within 
thirty days after notice of the order to the insurer or organization, make 
written request to the [commissioner] for a hearing thereon. The 
[commissioner] shall hear such party or parties within twenty days 
after receipt of such request and shall give not less than ten days’ 
written notice of the time and place of the hearing. Within fifteen days 
after such hearing the [commissioner] shall affirm, reverse or modify 
his previous action, specifying his reasons therefor. Pending such 
hearing and decision thereon the [commissioner] may suspend or post- 
pone the effective date of his previous action. 


(b) Nothing contained in this Act shall require the observance 
at any hearing of formal rules of pleading or evidence. 


(c) Any order or decision of the [commissioner] shall be subject 
to review (here insert language indicating scope of the review) 


eset 22h hI 1 S22 snsansdanpeceesincarcuanaratesedlnchiahagasaiade ane Sn 
[writ of certiorari]! to [the —......_._____.. court]! at the 


instance of any party in interest. 


The court shall determine whether the filing of the [appeal] ! 
[petition for such writ]! shall operate as a stay of any such order 
or decision of the [commissioner]. The court may, in disposing of 
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the issue before it, modify, affirm or reverse the order or decision of 
the [commissioner] in whole or in part. 


1 Consideration should be given to 
the practice and procedure in 
each state. 


§ 18. Laws Repealed. 


Sepentenee 2) Oo ... of the statutes of this state are hereby 
repealed. All other laws or parts of laws inconsistent with the pro. 
visions of this Act are hereby repealed. 


§ 19. Constitutionality. 


If any section, subsection, subdivision, paragraph, sentence or clause 
of this Act is held invalid or unconstitutional, such decision shall not 
affect the remaining portions of this Act. 


§ 20. Effective Date. 
This Act shall take effect! 


1 The effective date of this Act 
should be set sufficiently ahead 
to allow the insurance depart- 
ment, the companies and the 
rating organizations to prepare 
themselves with necessary per- 
sonnel and procedures to carry 
out the purposes of the Act. 
Under the provisions of subsec- 
tion (] of section 4, the pr: 

visions of the Act go into effect 
as to the use of regulated rates 
90 days after the effective date 
of the Act. It is, therefore, rec- 
ommended that such effective 
date should be not later than 
October 1, 1947, which is 90 


days prior to January 1, 1948, 
when the moratorium under 
Public Law 15 ends. 


Additional Section Recommended for State Which Has 
Inadequate Anti-Rebate Law or Has No Such Law. 


§ [ ]. Rebates Prohibited. 


No broker or agent shall knowingly charge, demand or receive a 
premium for any policy of insurance except in accordance with the pro- 
visions of this Act. No insurer or employee thereof, and no broker or 
agent shall pay, allow, or give, or offer to pay, allow, or give, directly 
or indirectly, as an inducement to insurance, or after insurance has been 
effected, any rebate, discount, abatement, credit or reduction of the 
premium named in a policy of insurance, or any special favor or ad- 
vantage in the dividends or other benefits to accrue thereon, or any 
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valuable consideration or inducement whatever, not specified in the 
policy of insurance, except to the extent provided for in applicable 
fling. No insured named in a policy of insurance, nor any employee 
ot such insured shall knowingly receive or accept, directly or indirectly, 
any such rebate, discount, abatement, credit or reduction of premium, 
or any such special favor or advantage or valuable consideration or 
inducement. Nothing in this Section shall be construed as prohibiting 
the payment of commissions or other compensation to duly licensed 
agents and brokers, nor as prohibiting any insurer from allowing or 
returning to its participating policyholders, members or subscribers, divi- 
dends, savings or unabsorbed premium deposits. 

As used in this Section the word “insurance” includes suretyship 
and the word “policy” includes bond. 
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STATEMENT OF KENNETH O. SMITH, GENERAL MANAGER, NEW YorK Fire 
INSURANCE RATING ORGANIZATION 


My name is Kenneth O. Smith, I am general manager and secretary of Noy 
York Fire Insurance Rating Organization. I am appearing here today on its 
behalf to present the views of the organization concerning matters which your 
subcommittee has been considering. It is our purpose to add to the material 
heretofore presented to you in connection with the study of insurance rating 
which you are making. Our files have already been made completely available 
to the subcommittee. 

While your study concerns itself with various aspects of rating, it appears tha 
up to this point no one has placed before you any explanation of the fire ingyp. 
ance ratemaking process. We propose to do that, and comment on statements 
made at earlier sessions of this subcommittee with reference to the New Yor 
Fire Insurance Rating Organization. 


I. RATING ORGANIZATION 


The New York Fire Insurance Rating Organization, hereinafter referred to as 
NYFIRO, is a rating organization licensed under the laws of the State of Ney 
York to make and file rates for fire insurance and for the allied lines of insyp. 
ance which include windstorm and hail, rain, commercial water damage, sprinkler 
leakage, explosion, riot and civil commotion, vandalism and malicious mischief 
aircraft and vehicle property damage, earthquake and volcanic eruption ingyr. 
ance, and coverages permitted to be written by fire insurance companies under 
multiple-line authority. 

A number of these allied lines of insurance are grouped into what is called ex. 
tended coverage, which includes windstorm and hail, explosion, riot and ciyj 
commotion, aircraft and vehicle property damage, and smoke. Extended cover. 
age insurance is provided by way of endorsement to the standard form of fire 
insurance policy. 

NYFIRO was formed in 1922 as a consolidation of four separate rating organ. 
izations which had existed for the rating of fire insurance in the State of New 
York since prior to 1900. 


II, UNINCORPORATED NONPROFIT ASSOCIATION 


In organization, NYFIRO is an unincorporated nonprofit association of insur. 
ers authorized to transact fire insurance in the State of New York. 

As of June 1959, there were 152 members and 109 subscribers, or a total of 
261 companies, Seventy of the subscribers are mutual companies. 

NYFIRO is supported by assessments levied against its members and sub- 
scribers. In 1958, the cost of operating NYFIRO was $2,796,677. 

Both membership and subscribership are voluntary on the part of the individ. 
ual insurers. 

NYFIRO, however, is under statutory duty to furnish its rating service with- 
out discrimination to all of its members and subscribers, and to permit any 
authorized insurer to become a subscriber to its rating service. 


III. PURPOSES OF NYFIRO 


The purposes of NYFIRO are stated in article II of its constitution, as follows: 

“(1) To exercise such rights and to perform such services as it may pursuant 
to article VIII of the insurance law of the State of New York as now or here 
after constituted. 

“(2) To engage in the formulation and promulgation of rates, including the 
making, adopting, and filing of rating schedules and rating plans for the estab 
lishment of equitable rates for types and classes of insurance written by insurers 
authorized to transact the business of fire insurance in the State of New York 
against loss to property or other valuable interest therein located in the State 
of New York. 

“(3) To conduct rating, electrical, fire, and other loss prevention, and fire 
and other loss protection inspections. 


1 Sec. 181(4), New York insurance law (for all references to the insurance law, see 
app. exhibit 8). 
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«(4) To act as agency for members and subscribers for the filing of rates, 
rules, schedules, and forms that may be required by the law of the State of 
vow York. 
wy 5) To check policies and riders, and endorsements and records thereof, as to 
their conformity with filings therefor. ; 

“(6) To adopt reasonable bylaws, rules, and regulations necessary to carry 
gut its purposes, and in general to do any and all things calculated to reduce fire 
and other loss hazards in the State of New York; and for the effectual carrying 
gut of such purpose the rating organization may employ such experts and 
agencies as may seem expedient and advisable. 

The need and propriety of cooperative action in ratemaking in fire insurance 
and in allied lines have been recognized by the Congress of the United States 
in the adoption of the McCarran Act, by the State of New York in the provisions 
of its insurance laws, and by the courts (see app. exhibit 2). The purposes of 
NYFIRO as set forth in its constitution are wholly in accordance with these 
views. 

IV. RATING METHOD 


Fire rating is unique in two aspects: 

(a) In the differences in rates predicated on the grading of the cities and 
towns of the State on the basis of the protective measures taken by the various 
communities against fire hazards; and 

(b) In the differences in rates predicated on the schedule rating of commer- 
dal, manufacturing, and other properties, i.e., the granting of credits or the 
imposition of debits based on the presence or absence of recognized safeguards or 
dangerous characteristics of such properties. 

There are five main aspects to fire rating by NYFIRO: 

1. The grading of cities and towns previously referred to; 

2. The use of a number of occupancy classifications ; 

8. The schedule rating of commercial, manufacturing, and other properties 
previously referred to; 

4, The class rating of dwellings and certain other properties ; 

5. The review and application of underwriting loss and expense experience 
in the determination of the rate level for each class. 

5. The review and application of underwriting loss and expense experience 
to the rating of extended coverage by NYFIRO. 


(1) Grading of cities and towns 


The grading of the cities and towns of the State upon the basis of certain 
standards in relation to fire prevention is a phase of rating which is unique to the 
fire insurance business. The system, which is named and known as the standard 
schedule for grading cities and towns of the United States, is filed with the State 
of New York Insurance Department as an integral part of the rating system of 
NYFIRO and is generally in use throughout the United States. NYFIRO be- 
lieves it to be one of the fundamental and most important aspects of fire rating. 
The system was established in 1914 by the National Board of Fire Underwriters 
after a study commenced following the turn of the century. The principle of the 
system is that fire rates should vary in terms of significant differences in the 
fire prevention facilities and conditions of the different localities. The use of 
such a system is an important and significant step taken in the establishment 
of rates which are not excessive, inadequate, or unfairly discriminatory. 

The system provides for the determination of the grade of the city or town by 
examination of the facilities and conditions enumerated under the schedule. 
Various features of fire defense in a community are compared with the standards 
established in this schedule. For each deviation from these standards, deficiency 
pints are assigned, the number dependent upon the importance of the item 
and the degree of deviation. The natural and structural features that increase 
the general hazard, and the lack or inadequacy of laws or their enforcement 
for the control of ‘unsatisfactory conditions, are considered in the same way. 

Features considered are water supply, fire department, fire alarm, police de- 
partment, fire prevention, building department, structural conditions. It is 
recognized that climate conditions also may increase fire losses. Where such 
conditions affect the overall fire protection of a community, additional deficiency 
points are assigned. The total number of deficiency points charged determines 
the relative classification or grade of a community. The schedule provides for 
10 grades or classifications, graduated in multiples of 500 points of deficiency, 
from Class 1 to class 10. 
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The NYFIRO engineers and their assistants make periodical inspections jp 
communities in the State of New York with population under 25,000. In cities 
with a larger population the National Board of Fire Underwriters does the 
primary inspection and evaluation work. This applies to 31 of the cities in the 
State. 

Our survey of a community involves a complete inspection of that community's 
fire defenses, including all of its fire protection and prevention facilities and 
the various physical conditions contributing to the spread of fire. Every jngi. 
vidual city, village, first district, and fire protection district in the State jg 
inspected periodically and their insurance rates are dependent to a materigi 
degree upon the community's classification. 

This work involves reports on over 2,000 communities in New York State, | 
would like to leave for the record a copy of the pamphlet “Who Are The Up. 
derwriters” which contains some facts about inspecting municipal fire defenses 
(See appendix exhibit 1.) 


(2) Standard classification of occupancy hazards 


In 1914, the first standard classification of occupancy hazards was adopted 
by the then National Convention of Insurance Commissioners. This standard 
classification list has been modified from time to time. The latest edition was 
adopted by the National Association of Insurance Commissioners in 1958, It 
provides for 115 classes of risks, each one of which contains risks having 
substantially the same occupancy characteristics, so as to establish a sound 
and equitable basis of classification for statistical and rating purposes. The 
use of the 115 classifications is designed to develop a sufficient number of clagges 
to measure differences in occupancy hazards and at the same time to develop 
a sufficient credibility for each of the classes of risks with the same or essen. 
tially similar occupancy characteristics. 

The loss experience reported and correlated under these classifications fur. 
nishes the statistical loss background upon which proper rate levels by class are 
adjusted, when coordinated with the grading of cities and towns. 


(3) Schedule rating 


A number of the occupancy classifications are of commercial, manufacturing, 
and other operations which have sufficiently different structural and occupancy 
fire hazard characteristics to warrant the need of granting credits and the im- 
position of debits based on the presence or absence of fire prevention or fire 
retardant qualities on the one hand or of certain conditions which increase the 
danger of or spread of fire on the other. The potential exposure to fire damage 
from adjacent or nearby properties is also measured, graded, and reflected in 
such schedules. 

Schedule rating embraces a measurement of the fire hazards of individual 
properties in accordance with carefully developed engineering and _ building 
standards and is thus, for such properties, an extremely important and signifi- 
cant characteristic of fire rating in the establishment of rates which meet the 
requirement of the law in terms of adequacy and in terms of absence of exces- 
siveness and unfair discrimination. The schedules used by NYFIRO are filed 
with and approved by the Insurance Department of the State of New York. 

Administratively, schedule rating is a very large undertaking. It involves 
over 100,000 inspections a year in the State of New York and the evaluation of 
the proper credits and debits to be applied on the basis of the data developed 
by the inspections. 


(4) Class rating of dwelling and certain other properties 


Certain dwellings and other occupancy classifications are subject to class rat- 
ing but are not subject to schedule rating. This means that such classes are 
rated upon their loss experience by class, and expense experience, subject to 
modification in accordance with division 1, grading of cities and towns. Class 
rating does not involve schedule rating of the buildings or occupancy risks in- 
dividually, because such buildings and risks are sufficiently similar in their 
general features of construction and occupancy hazards. 


(5) Review and application of underwriting loss and erpense experience in the 
determination of rate levels 

All fire insurance companies doing business in New York State annually file 

statistical reports showing separate information for premiums and losses, tabu- 
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jated into 115 occupancy classes, and further subdivided as to the type of con- 

struction and protection. (This tabulation is in accordance with the standard 

dassification of occupancy hazards.) Expense experience is also recorded and 
rted by insurance companies. 

The overall loss ratio, which is studied every year, is based upon a review of 
§ years of fire underwriting experience for all fire classes in New York State 
as reported by the stock insurance company members and subscribers of the 
actuarial bureau of the National Board of Fire Underwriters and is used to 
determine the overall indicated rate revision. 

Then the loss ratio, based upon the last 5 years of actual experience for each 
of the 115 occupancy classes, is reviewed. If such review indicates the need 
for some increase or reduction of rate levels within certain classes, then a filing 
for the revised rates is made with the insurance department. The effects of all 
experience adjustments are applied to the final class or specific rates and these 
pecome the rates used when the insurance policies are written. 

These explanations of the mechanics of implementing a rate revision based on 
fre underwriting experience have been necessarily brief. Many other details 
require attention in the culmination of a rate study, too numerous to recount 
here. However, note that throughout this explanation, the application of ex- 
perience adjustment to both class rates and specific rates is dependent upon not 
only the standard classification of occupancy hazards but also upon the grading 
of public protection as determined by NYFIRO. This entire integrated system 
of fire insurance rating, in use in New York State for over 40 years, has been 
approved by the Insurance Department of the State of New York and its basic 
elements approved by the National Association of Insurance Commissioners. 


V. UNDERWRITING RESULTS 


The New York Insurance Department prepared a table of earned premiunis, 
countrywide, by stock fire insurance companies in New York State, in all lines, 
and the underwriting results countrywide for the 25-year period 1921 to 195, 
inclusive.” It records an underwriting profit for the 25-year period for stock 
insurance companies of 1.7 percent of the total volume of earned premiums. 
(The table is appendix, exhibit 19.) 

The loss and expense ratios published annually by the New York Insurance 
Department show the underwriting experience of insurance companies doing 
business in New York State. Based upon the loss and expense ratios shown in 
those publications, the underwriting results for stock companies in New York 
State for the last 8 years was as follows: 


Fire Extended coverage 

Percent Percent 
1958 underwriting loss______- —2. 0] 1958 underwriting profit_____- 11.5 
1957 underwriting loss_____._..._. —4.6] 1957 underwriting profit_____- 21.0 
196 underwriting loss___._._.__.__ —5.1 | 1956 underwriting profit_____- 7.9 
1955 underwriting profit________ 4.5 | 1955 underwriting loss_______-_ —10. 5 
194 underwriting profit_____- ; 7.3 | 1954 underwriting loss_._._.... —38.2 
1953 underwriting profit_._._.__._._._ 13.5 | 1953 underwriting profit. __- 9.6 
1952 underwriting profit.._._._._.._.. 6.9] 1952 underwriting profit_____- 8.1 
1951 underwriting profit________ 5.2!1951 underwriting loss______- —119. 4 


The results for homeowners multiple peril and commercial multiple peril for 
both New York State and countrywide for the years 1956, 1957, and 1958 are 
as follows : 


Homeowners multiple peril 


New York State: Percent 
mmnren tating. heme oi ccua. cadilicaiic aaathdknstiieth kd. dilbdeaihbbete —8. 6 
RRR TIRD (SG isan tse etanivnscnhan de ase taped sa Sniean oboe —4.6 
ee Menem AG Ret. Lamas 8 ois oa nhc ccishd cee liek bk he aed —5. 5 

Countrywide : 

IMU WPTALAINE LOGI acc ic atc ico ner ss ns cn mening aaa ea a —1.9 
Dmmerwni ting: 1OCK. occ canna aeedendteaeeenl wank oad —6.3 
DROP WICING 1008 ma 65 tes dices sin cn aoa Re tenes —14.5 





*This period antedated the passage of the multiple-line laws and fire insurance com- 
panies did not have the power, generally, to write any casualty lines. 
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Commercial multiple peril 


_ New York State: Commercial property coverage not written in New York 
State in this period ; principal coverage written was office contents special form 


Countrywide: Percent 
RE ROR ION, TUNII ii nnnetehistaieh plyenlon dinkieinh pieetiainepeesimnbiilaiaii —18,9 
I ca Tc se ohana ied ails iectaciaeenaane —29,3 
Oe NE BUI si5i-t > chon Bibsinittsestacdiesietictendsiacttes I ~I11 


These underwriting results in multiple line operations indicate that addi. 
tional study is necessary in order to develop a greater consistency between perils 
included and rate discounts provided for in package policies. It is clear that to 
date stock fire insurance companies have been sustaining serious underwriting 
losses from the multiple line business transacted. 

There is no redundancy in fire insurance rates. There have been many rate 
reductions when justified, as illustrated by the following history of the dwelling 
class. Since 1937, the rate for a frame dwelling in class A communities has 
been reduced by at least 22 percent. In class B communities, the rate has beep 
reduced by at least 27 percent. In class C, the rate has been reduced at least 
20 percent. In class D, the rate has been reduced by at least 59 percent. There 
are few products or services which have been so sharply reduced in basic price 
during the last 22 years. Based upon 1957 written premium volume, these redye. 
tions amount to over $6 million in savings annually to the public in the State 
of New York. .(See also appendix, exhibit 19.) 


VI. SERVICES PERFORMED BY NYFIRO 
(1) For the communities and the people of the State 


The integrated system as described in this statement performs a dual service, 
consisting of its use (1) in connection with the promulgation of rates, and (2) 
in connection with consideration by the officials of the communities with respect 
to safety of life and conservation of property under their responsibility. 

The periodic inspections of cities and towns, and the recommendations made 
pursuant thereto, result in improvements in firefighting facilities and fire preven- 
tion work. This brings about an increase in the efficiency of firefighting equip 
ment, firefighting personnel, water supply, et cetera. Recommendations made 
point out deficiencies in the systems in use, with the result that these deficiencies 
are corrected and the existing systems maintained at a high level of efficiency. 

Communities in New York State are generally graded into four classes, ie, 
A, B, C, and D. Improvements made in the firefighting facilities of the con- 
munity (often pursuant to recommendations by NYFIRO) may bring about 4 
regrading of the community into a better classification. Such regrading results 
in a lowering of the fire rates for each such community. ; 

The rating organization published approximately 175 reports of the fire de 
fenses of various communities in New York State during the last 3 years. Those 
reports, prepared under the supervision of licensed professional engineers, were 
presented to officials of those communities surveyed, and became the basis for 
continued improvement of the fire defenses of our State. During that period, 
in New York State, there were over 1,400 changes in community classifications, 
almost wholly representative of improvements or extensions of protection. 
These included over 100 entirely new fire departments and many extensions or 
additions to water supplies, resulting in material reductions in the cost of fire 
insurance. 

Only by incentive have the Nation’s fire defenses grown so strong. And the 
fire rating bureaus have been the only organized effort that I know of to supply 
the incentive and the help to communities countrywide to make the accomplish 
ment possible. 

Many facets of NYFIRO’s integrated system of ratemaking, under regulation 
by the insurance department, are of benefit to the insuring public. Among its 
benefits, direct and collateral, are— 

(a) Fire prevention service. 
(b) Advice in new construction and repairs.’ 


3 Fire prevention advice is offered to property owners planning new construction. The 
fire rating bureaus encourage conferences between architects, contractors, or the insurance 
representatives of their owner-clients and the staff of bureau offices. Planning fire pre 
vention well in advance of construction results in lower rates. 
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(c) Improvements in fire protection and maintenance, through compliance 
with recommendations by NYFIRO shown on its inspection reports. 
(d) Resultant reduction in rates. ; 
(e) Audit of policies to ensure conformity to filings. teeny 8 
(f) Development and promulgation of reasonable and nondiscriminatory 
rates, built upon the foundation of a broad and credible spread of risks, in 
conformity with the standards of the insurance law. 
(2) For the supervisory officials 
The maintenance of the “standard classification of occupancy hazards”, the 
“standard schedule for grading cities and towns” and the other work performed 
by NYFIRO, enable supervisory officials to determine whether rates are in 
conformity with the standards of the rating law. a 
The stamping division of NYFIRO in 1958 reviewed 2,153,473 copies of policies 
(known as daily reports) and 919,275 endorsements, to make certain that they 
were in accordance with the rates, rules and forms authorized by law. This 
work reduces to a minimum mistakes in computing rates, and thus gives as- 
surance that policies issued by members and subscribers of NYFIRO are in 
conformity with the NYFIRO filings approved by the insurance department. 


(8) For NYFIRO members and subscribers 


NYFIRO gives to its members and subscribers the benefit of a large body of ex- 
perience for the proper basing of its rates. 

In addition, it makes possible a sharing of expense, which would be pro- 
hibitive for most insurers individually. 

The Court of Appeals of the State of New York has held, “Both as a matter 
of range of experience and of expense, it is impracticable for one company to 
maintain a rating organization.” * 


VII. ATTITUDE OF NYFIRO TOWARD DEVIATIONS 


Section 185 of the New York Insurance Law contains the provisions of that 
law with respect to deviations. It is to be noted that— 


(a) The member or the subscriber wishing to deviate must make appli- 
eation to the superintendent specifying the basis for the deviation sought. 

(b) Copy of the application must be sent simultaneously to the rating 
organization. 

(c) The superintendent is required to order a hearing at which the 
rating organization may be heard. He may, upon consent of the applicant 
and the rating organization, waive such hearing. 

(d) In considering the application for permission to file a deviation the 
superintendent must give consideration to the available statistics and to the 
principles for ratemaking provided in section 183. 

(e) The superintendent shall permit the deviation if he finds it to be 
justified but he shall deny it “if he finds that the resulting premiums would 
be excessive, inadequate or unfairly discriminatory”.® 

These various provisions of the New York law are in clear recognition of the 
fact that filings by rating organizations are based upon the experience of their 
members and subscribers and that from the very nature of the filings it is only 
the unusual case that could justify a departure from the accepted filings which 
have met the test that the rates are not excessive, inadequate or unfairly 
discriminatory. 

The qualifications set forth in the law with respect to the necessity of justify- 
ing deviations are the counterpart of the justification for concert in ratemaking 
since it is only through the accumulation of adequate credible statistics, based 
upon the combined experience of many carriers, that sufficient experience is 
amassed upon which to predicate a true test of the validity of the rates. 

Since the rates of NYFIRO are predicated upon combined loss experience there 
would seem to be little justification except in special situations for any deviation 
predicated upon a variance in the loss experience of a particular carrier. 

Any clear and demonstrable expense saving in the lines or classes of insurance 
uder review is taken into consideration upon the application for a rate deviation. 

The fact that in 1958 there were over 75 applications for rate and form devi- 
ations from the filings of NYFIRO and that of this total NYFIRO objected to and 





‘Matter of Importers & Exporters Ins. Co. v. Rhoades, 239 N.Y. 420, 424. 
*See. 185(4). 
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requested hearings in but one case indicates that NYFIRO has found reason to 
object to deviations but rarely. (See appendix exhibit 4.) In point of fact, jp 
the last 5-year period NYFIRO has appeared in hearings at its request in only 
two such cases. 

It is noteworthy that six deviations or independent filings filed by the Ingyy. 
ance Co. of North America were not objected to by the rating organization. They 
are: fire insurance deductible plan; liability imposed by law; replacement Cost 
insurance; additional perils endorsement (commercial and institutional prop. 
erty) insurance; collapse endorsement; errors and omissions form. (See Dp. 
2-4 of appendix exhibit 4.) 


VIII. ATTITUDE OF NYFIRO TOWARD INDEPENDENT FILINGS 


The New York insurance law imposes the same requirements and standards* 
with respect to the preparation and filing of rates both on rating organizations 
and on individual insurers. The obligations and duties of the superintendent of 
insurance are the same with respect to all filings. 

There are three provisions of the New York insurance law which are of par. 
ticular significance with respect to filings made by independent insurers to the 
extent that such filings differ from the rates filed by the rating organization, 
These provisions are— 

Section 180. Purpose; definitions (first paragraph) : 

“The purpose of this article is to promote the public welfare by regulating 
insurance rates to the end that they shall not be excessive, inadequate, up. 
fairly discriminatory or otherwise unreasonable. * * * Nothing in this 
article is intended (1) to prohibit or discourage reasonable com. 
petition * * *.” 

Section 183. Ratemaking ; administration: 

“1(b). Rates shall be reasonable and adequate for the class of risks to 
which they apply. 

“1(c). No rate shall discriminate unfairly between risks involving essep- 
tially the same hazards and expense elements or between risks in the appli. 
cation of like charges and credits.” ” 

Section 185. Charging or receiving of rates; deviations: 

“1. No member or subscriber of any rating organization, and no insurer 
which makes and files its own rates, shall charge or receive any rate which 
deviates from the rates, rating plans, classifications, schedules, rules, and 
standards made and filed by such rating organization, or by such insurer, as 
the case may be, which are applicable to any kind or type of business done by 
such member or subscriber, or by such insurer, except as provided in this 
article.” 

Since the purpose of article VIII of the New York insurance law is to regulate 
all insurance rates to the end that they shall not be excessive, inadequate, un- 
fairly discriminatory, or otherwise unreasonable, it is obvious that cutthroat 
competition is prohibited. The specific provision that nothing in the article is 
intended “to prohibit or discourage reasonable competition” is in and of itself 
clear evidence of the purpose of the New York law to prohibit unreasonable 
competition. 

The adherence rule set forth in section 185 requires members and subscribers 
of NYFIRO to adhere to NYFIRO rates, subject to the right to deviate upon a 
supportable application therefor. 

Members and subscribers of NYFIRO, by reason of the adherence rule, have a 
direct and intense interest in the filings by any independent insurer when those 
rates are markedly different from the rates filed by NYFIRO for the use of its 
members and subscribers. lf such rates do not meet the standards of the act 
and are not disapproved by the insurance department, the members and sub- 
secribers of NYFIRO are immediately placed at a distinct competitive disad- 
vantage which they are not able to meet because of the adherence rule. Be- 


® See sec. 183. 

7In commenting upon the comparable provision of the rate regulatory bill, sec. 3(a-4), 
the Committee on Rates and Rating Organizations of the NAIC stated (p. 367, Proceedings 
of National Association of Insurance Commissioners, 77th sess., 1946) : 

“Subdivision 4 of subsection (a) sets forth the standards to be used in ratemaking and 
in rate regulation and is the heart of the bill.” 
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cause of section 185, the members and subscribers of NYFIRO are not free, as 
they would be in the ordinary marketplace, to adjust their prices to the prices 
of the: competitor if they so desire, even though they believe that the prices of the 
competitor are inadequate. 

The point as to the unreasonableness of the competition may be particularly 

gute in those instances where the independent insurer is doing business through 
the same agents and brokers through whom the members and subscribers of 
NYFIRO generally are transacting their business. 
"Rate filings by NYFIRO are predicated upon its sound integrated rating system, 
jnluding the great body of statistical information of its members and sub- 
gribers included in the ratemaking process. There is the greatest possible 
eedibility in the combined statistics used. 

The record through the years, based on the filings made by NYFIRO and 
approved by the New York Insurance Department, proves that the rates have 
most certainly met the test of not being excessive. (See “Underwriting Re- 
sults,” pp. 10-12.) 

Certainly the members and subscribers of NYFIRO do not believe in general 
that, in terms of underwriting, and independent insurer using the same general 
dassifications of business as do the members and subscribers of NYFIRO can 
have a loss ratio based on credible experience over a period of years which 
iifers by classification or in toto in any real degree from the underwriting 
record of the members and subscribers of NYFIRO. 

The law does not require that notice of independent filings be given to 
NYFIRO. NYFIRO, therefore, does not have knowledge of the filings until 
after they have become effective. When such filings come to the attention of 
NYFIRO, the staff of NYFIRO makes an examination to determine whether, 
in their opinion, upon the basis of the data filed in support of those applica- 
tions, the filings meet the tests and standards of the rating law. If those 
standards are not met, the result is unreasonable competition. 

If NYFIRO, through its staff and appropriate committees, concludes that the 
rates filed by independent insurers meet the standards of the New York law, no 
action is taken by NYFIRO; but if the view is to the contrary, it is to be 
anticipated that NYFIRO will institute proceedings under section 186 as an 
aggrieved person or organization. In no other practical way could the rights 
of its members and subscriber companies be protected. 

The NYFIRO right to proceed as an aggrieved person or organization under 
this section has recently been upheld by the courts of New York, despite the 
forts of individual insurers to deny NYFIRO and its members and subscribers 
amy right to be heard on matters so vitally affecting their interests and the 
interests of the general insuring public (appendix exhibit 13). 


Ix. POLICY OF NYFIRO IN RELATION TO CERTAIN CASES 


Certain comments have been made to this subcommittee criticizing NYFIRO 
and its member companies because of the position taken by NYFIRO on behalf 
of its members and subscribers in opposing before the superintendent of insur- 
ance of New York and in the courts certain filings made by certain companies. 

We believe that these criticisms have been wholly unwarranted. 

The reasons which led to the action taken by NYFIRO in certain of these cases 
are stated as follows: 


(1) The deviation filing by North America companies in 1946, providing for an 
installment premium endorsement 

The statement by North America companies (p. 1 of North America appendix) 
to the effect that its installment premium endorsement, filed by it with the New 
York Insurance Department, was approved by that department in 1946 after 
consideration of most of the arguments made by NYFIRO, is entirely inaccurate. 
The filing by the North America companies was in the nature of an application 
for deviation. A decision of the insurance department is dated April 2, 1946. 
The opposition by NYFIRO is stated as follows on page 9 of said decision: 

“The New York Fire Insurance Rating Organization opposes the proposed 
plan of the North America also on the grounds that it contains discriminatory fea- 
tures, violates the reinstatement rules of the rating organization, provides auto- 
natie cancellation without notice, and that the plan is unnecessary because the 
tating organization in October 1945 * * * broadened the budget plan to include 
ill risks eligible for term discounts.” 
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The following is from the same decision of the insurance department: 

Page 10: 

“The North America has agreed to modify its plan to meet objections as to gh. 
sence of notice of cancellation on default in the payment of any premium insta}. 
ment. It also has agreed to remove the objections to the option of the company 
to reinstate after loss.” [Emphasis in original.] 

Page 11: 

“The North America has also agreed to remove the exception as to manufactyr. 
ing risks which under the filed rules are eligible for term discounts.” 

Page 12: 

“* * * the department will accept a revised filing of the North America eon. 
panies amended in accordance with the recommendations previously referreg 
to: (1) include manufacturing risks, (2) provide notice of cancellation on de 
fault in payment of any installment, and (3) eliminate option of the company to 
reinstate after loss.” 

It is clear from a reading of the decision that a number of basic objections 
to the plan made by NYFIRO were sustained by the insurance department, and 
that the North America companies amended their plan accordingly. 

John A. Diemand, president of the North America companies, in his state 
ment to this congressional subcommittee on May 27, 1959, stated: 

“Despite this program of harassment, IPE eventually was found to be sound 
and in the public interest and was adopted by virtually all companies.” 

The word “harassment” is thus erroneously given a meaning synonymous with 
objections made to any North America filing, even though the objections were 
made pursuant to statutory right to do so, and were in substance sustained and 
the North America filings directed to be amended in accordance therewith. 


(2) The independent filing by the North America companies of fire and extended 
coverage rates for dwelling classes effective March 1, 1954 

The North America companies had been one of the original members of 
NYFIRO. In 1947 they resigned as members and became subscribers. On 
December 7, 1953, they notified NYFIRO that they terminated subscribership for 
rating services for the dwelling classes effective March 1, 1954. At the same 
time, the North America companies made an independent filing for fire and 
extended coverage on dwellings identical with NYFIRO filings for rates in those 
dwelling classes. The North America companies remained subscribers of 
NYFIRO for all other occupancy classes. 

The bylaws of NYFIRO provide that all of its rating data is the property 
of NYFIRO and is only loaned to members and subscribers during the con- 
tinuance of membership or subscribership. (See appendix exhibit 5.) 

The North America filing consisted of 5 volumes comprising approximtely 
400 pages. All volumes were, for the most part, photographic reproductions 
of data consisting of NYFIRO’s rates, rules, and forms then in effect. The 
NYFIRO material was cut up and realined and pasted on sheets of paper be- 
fore the process of photographing was undertaken. The method necessarily 
required the physical cutting up of NYFIRO’s material and the use of shears 
and a bottle of glue. 

NYFIRO opposed this filing because: 

(a) It did not believe that such a filing came within the context of filing 
by an “insurer which makes and files its own rates,” within the meaning 
of the New York law, since the filing was no more than a cut-and-paste 
job involving a reworking of NYFIRO’s existing filing. NYFIRO believed 
that an independent filing must be what the term implies—a filing which 
is designed, prepared, developed, and promulgated by the independent filer 
itself, one that is the work product of the independent filer. 

(b) It did not believe that North America could appropriate and use the 
work product of NYFIRO without NYFIRO’s consent and it did not believe 
ems such action was either contemplated or authorized by the New York 
aw. 

(c) It did not believe that the kind of partial subscribership to which 
North America asserted it had a right was the kind of partial subscriber- 
ship contemplated by the New York rating law.® 

The insurance department in its decision dated September 14, 1954, recognized 
the property rights of NYFIRO in its work product, but held that the depart: 
ment does not have the power of a court of law and would make no specific 


8 See appendix exhibit 3. 
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comment on what damages, if any, might be recovered by NYFIRO against the 

North America companies on account of the appropriation by the North America 
ab- companies of the dwelling class rate filing by NYFIRO. (For extracts from 
‘all | tne decision of the insurance department, and for the history of the subsequent 
any judicial review of said decision, see appendix exhibit 3.) 


(8) The independent filings by North America companies of fire and extended 
tur. coverage rates for dwellings at a 10-percent discount effective October 5 
1954 
In the first filing the North America rates for fire and extended coverage in 
‘Om- the dwelling classes were identical with those of NYFIRO. On October 5, 
Tred 1954 (subsequent to September 14, 1954, the date of the insurance department 
de- decision in the first North America matter), the North America companies 
y to amended their filings in the dwelling classes for fire and extended coverage 
downward to a point at which the rates averaged 10 percent below the rates 
ions which had been approved for NYFIRO in the dwelling classes effective Septem- 
and per 13, 1954. 
These reduced-rate filings of the North America companies were approved by 
ate- the insurance department without a hearing. 
The North America filings were made in the face of— 


und (a) An adverse underwriting record in New York and countrywide for 
extended coverage both on the part of stock fire insurance companies gen- 

vith erally and of the North America companies for the experience period prior 

vere to 1954. 

and The underwriting experience of the stock fire insurance companies in 
extended coverage for a period of years prior to 1954 was tabulated by the 

uded Insurance Department of the State of New York,’ and indicated the 
following : 

ae Stock fire insurance companies 

On Countrywide: ee Percent 

\ for 1951 underwriting Tacit wii wii sts tins asin apace Raia ieee sania 12.9 

ome 1952 underwriting I oes iciciceciccegases ca meet alias votni abies aes ea 4.0 

and Te OE WENO CO oii iii iden ee 16.8 

hose The North America companies, countrywide, for a period of 1951-55, sus- 

3 of tained an underwriting loss for extended coverage of —22.7 percent, or over 
$12,500,000." 

erty (b) The severe damage done by Hurricane Carol, August 26-31, 1954, 

con- and Hurricane Edna, September 11, 1954. The insurance industry knew 
immediately that the losses from these hurricanes were so great that they 

itely would create large underwriting losses for all companies. The industry 

‘ions was engaged at the time in the process of adjusting hundreds of thousands 

The of claims filed for damages as a result of these hurricanes. 

 be- (c) An expense experience of the North America companies for all lines 

arily of insurance written by fire insurance companies which was approximately 

ears the same as the expense experience of all stock fire insurance companies. 


NYFIRO opposed these rate filings because— 
(a) It did not believe that the rate cuts filed by the North America 


iling companies could be justified in relation to loss experience. 
ning (b) It did not believe that the rate cuts filed by the North America com- 
aste panies could be justified on the basis of any savings in expense.” 
eved (c) It believed that the filing was in violation of the standards of the 
hich rating law, provided for inadequate rates, and created distinctly unreason- 
filer able competition against its members and subscribers. 

In relation to these reasons for opposition by NYFIRO, it is to be noted that— 
» the (a) In the annual report by the North America companies to stockholders 
lieve in 1956, the statement was made that— 
York For more than 20 years, this (extended) coverage has been under- 

written at a loss due to the destructive power of windstorm over a wide 

a area and the high cost of adjusting these claims. 
iber- 





ized *Also see ‘1954 Loss and Expense Ratios Report of the New York Insurance Depart- 
a, ment,” appendix exhibit 11. 

part- ™See appendix exhibit 12, for reproduction of North America companies’ consolidated 
cific =e exhibit, pt. A, item 1-16, for extended coverage. 


or extracts from the exhibits and testimony regarding commissions see a ndix 
ethibits 6, 22, and 23. 7 sa 
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(b) The North America companies filed application for an increase jp 
the extended coverage rates in dwelling classes for New York in A 
1955 which was granted by the insurance department without a hearing, 

(c) In the course of the hearings, initiated by NYFIRO in relation to the 
1954 filings, Superintendent Holtz said: 

If I was not satisfied that the 1955 rates were inadequate I woyg 
never have approved the 1955 increase, but in approving the 1955 in- 
crease I must have come to the conclusion that the 1954 rates were inade. 
quate and beyond that I will not go. 

(d) Mr. H. R. Heilman, an officer of the North America companies, testi. 
fied that this increase in 1955 had the effect of reducing the losses whiq 
were previously sustained from rates charged, and that since 1955 
(the companies) have not lost so much money on extended coverage. (For 
extracts from the decision of the insurance department, and for the hi 
of the subsequent judicial review of said decision, see appendix exhibit 9.) 

(e) The extended coverage underwriting experience for 1954-55 demo. 
strated that NYFIRO’s contentions were correct. The “Loss and Expense 
Ratios” published by the Insurance Department of the State of New York, 
for the years 1954-55 indicated the following : 


Stock fire insurance companies 


Countrywide : Percent 
an, I WE RUNRRTS I ccc, a ces wd renin sleeneniee —45,7 
gm MMIII MON RING oon dpe cape caren oes Srafeaeaccanis ng eases omc —16.4 
New York State: 
SOIT Na csi ooo ge Sc awe ge aka ng ee ae tan a hash g a 79.0 


1955 loss ratio 


Insurance Co. of North America 


Countrywide: 


Ree Gr ine WON 2 oo eco cc ceee cc ee eee —65.3 

ee EIS 200Rs eo eenens eee —17.9 
New York State: 

NONE TOGO is init os eb buses un aGnicedincdsece dened. igsastlate 95.0 


1955 loss ratio 


Countrywide: 
ee ae ee a ee ere. —142 
ANCES CINE OO 2h ricer om imeiedmcinnwunetanusaceensile —3L7 
New York State: 
et Ee ee, ey ae 192.1 
Be ili iti tinted atige hide ean ee eeneteedee 54.8 


(4) The independent filing by the Allstate Insurance Co. of fire and extended 
coverage rates for dwellings 

The Allstate Insurance Co. is a wholly owned subsidiary of Sears Roebuck & 
Co. In early September 1954, Allstate made an independent filing with the 
superintendent of insurance of New York of fire and extended coverage rates 
for dwelling classes 20 percent below NYFIRO’s term rates and 36 percent be 
low NYFIRO’s annual rates. 

Before this time, Allstate had been in the automobile insurance business. It 
had never been in the fire insurance business. It therefore was without any los 
experience or any statistical data of its own in the fire insurance field to sup 
port any application for a reduction in rates. 

The Allstate application for this wide departure from NYFIRO’s rates was 
made at a time when the fire insurance industry itself was suffering severe 
underwriting losses in the extended coverage field, as previously indicated. In 
1954, a high percentage of dwelling class policies was being purchased by the 
insuring public with the extended coverage endorsement attached. 

This filing was approved by the insurance department without a hearing and 
was made effective September 21, 1954. 

NYFIRO opposed this filing because— 

(a) It did not believe that the rate cuts filed by Allstate could be justified 
in relation to loss experience. 

(b) It did not believe that the rate cuts filed by Allstate could be justified 
on the basis of any savings in expense properly attributable to the conduct 
of its fire insurance operations. It was established that the Allstate filing 
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was based only on “belief” that Allstate could cut expenses. Evidence was 
introduced to show that Allstate’s space in Sears, Roebuck catalog and the 
Allstate counter space in Sears, Roebuck stores were at a nominal charge; 
that Sears, Roebuck had other concessionaires in its stores; and that all 
concessionaires except Allstate pay on the basis of a percentage of gross sales 
from a low point of 2.42 percent of sales to a high of 31.46 percent of sales. 

(c) It believed that the filing was in violation of the standards of the 
insurance law, provided for inadequate rates, and created distinctly unrea- 
sonable competition against its members and subscribers who, because of the 
adherence rule of section 185, would be left without remedy if such a filing 
were finally sustained. 

It is to be noted that as a result of the hearing the superintendent of insurance 
sustained the position of N YFIRO in part, in that he found that the Allstate rates 
were inadequate and in violation of the rating law and directed a raise in the 
jevel of Allstate rates in the amount of 5 percent. 

Upon the record in the course of the hearing the superintendent of insurance 
stated that he was “groping to find what would be a fair projection into the 
future”; and in applying the automobile ratio of other acquisition expense to 
the projected fire insurance rate for Allstate, he stated that “It is highly specula- 
tive whether this figure would apply with a reasonable degree of accuracy in 
fre insurance on dwellings only.” (For extracts from the decision of the in- 
surance department, and for the history of the subsequent judicial review of 
said decision, see appendix, exhibit 10.) 


(5) The deviation filing by Government Employees Insurance Co. in 1956 


The Government Employees Insurance Co. matter was an application by a 
subscriber of NYFIRO for a deviation of 25 percent below NYFIRO’s rates in 
fre and extended coverage on dwellings and contents. Here, again, was an 
insurance company which had never transacted fire insurance business in the 
State of New York, requesting that it be permitted to start business with a rate 
cut in classes of insurance in which the industry as a whole was undergoing 
gevere underwriting losses. 

NYFIRO requested a hearing and a hearing was held. The position of 
NYFIRO was sustained, in part, by the insurance department, since it directed 
that the rates be increased from a 25 percent reduction to a 20 percent reduction. 

Another question raised at the hearings was whether the Government Em- 
ployees Insurance Co. was indulging in an unfair trade practice. While its letter- 
head and forms carried a legend to the effect that it was not affiliated with the 
US. Government, the format of its letterhead and forms and the purported re- 
strictions placed by it upon eligible applicants could tend toward an impression 
that the company was owned, controlled, or subsidized by Government employees 
or military personnel.” 


(6) Independent filings for commercial property coverage by North America Cos. 
and others 


The North America Cos. are subscribers to NYFIRO for fire and extended 
coverage for mercantile and commercial properties. 

In June 1957 the New York Insurance Department approved a commercial 
property coverage filing made by NYFIRO and other rating organizations, which 
included fire, extended coverage, certain inland marine, and burglary coverages, 
applicable to commercial property. 

The North America Cos., though subscribers to NYFIRO for fire and extended 
coverage, made an “independent filing,’ similar to that made by NYFIRO and 
the other rating organizations, generally for the same classes of commercial prop- 
erties. This filing was also approved by the New York Insurance Department. 

The filings of the rating bureaus and the North America Cos. provided for 
discounted rates. 

Soon after the date of these approvals the New York Insurance Department 
suspended their effective date, pending its study as to whether such an “inde- 
pendent” filing could be made under the New York law. On September 4, 1957, 
the superintendent of insurance ruled that the commercial property coversge 
flings by the North America Cos. and others “did not meet the standards con- 


— in section 18(4) for independent filings and should be ordered with- 
wn.” 


#On this issue, see form and testimony, appendix, exhibit 16. 
3 See appendix, exhibit 14. 
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The North America Cos. requested a hearing. On August 6, 1958, the ingy. 
ance department, through ruling issued by the deputy who conducted the heap. 
ing, held that such a filing might properly be made under the New York law. 

NYFIRO opposed this filing because it believes— 

(a) The privileges and duties of subscribership for fire insurance anq for 
extended coverage for commercial classes are not changed or affected in the 
slightest by the rating of the lines separately or in conjunction with Other 
lines of insurance. 

(b) Fire insurance remains fire insurance; extended coverage remains 
extended coverage: burglary remains burglary, etc., whether covered sepa- 
rately or compositely with other lines. 

(¢) No company is required to be a member of or subscriber to NYFIRQ, 
If it elects to be a subscriber for fire insurance for commercial classes anq 
remains a subscriber for those classes, it is bound by the rate filings in gue 
classes made by NYFIRO on its behalf, irrespective of whether the rating jy 
for the lines separately or compositely with other lines. 

(d) The standards of the rating law would become meaningless under any 
other interpretation of the law. 

(e) If the contention made by the North American Cos. were adopted, jt 
would lead to an abandonment of sound rating practices in the State. 

(f) The contentions of the North America Cos. are wholly contrary to the 
true meaning of the New York law. 

The hearing at the New York Insurance Department, as previously mentioned, 
was requested by the Insurance Co. of North America. A witre*s before this 
committee in May referred to 422 typewritten pages and 150 exhibits,” as though 
this were harassment by NYFIRO. The fact is that NYFTRO introduced only 
21 exhibits, and direct testimony by NYFIRO witnesses developed only about 7 
pages of the total involved in the hearing. 


(7) NYFIRO and the right to administrative and judicial review 


Allstate and the North America Cos. claim that their filings should not be sub- 
ject to objection by or hearings at the request of rating organizations or trade 
associations. 

The Insurance Department of the State of New York publishes annually a 
report containing statistical tables of the assets, liabilities, capital, and surplus 
of insurance companies. The 1958 report indicates the capital and surplus of 
the North America Cos. and Allstate for 1957 as follows: 


IN GSC CT | PRE ne $409, 798, 117 
TRieaeta wire a Maree. seestip cenit tate 54, 785, 847 
PLY SO. Or Perea) emerson ee a ae 89, 663, 982 
Se BNI ON nr ora er cnesntsel aac eee 76, 964, 081 


The combined capital and surplus of the North America Cos. and Allstate, 
as recorded for 1957, is $631,206,927. To this must be added $50 million of 
additional capital recently contributed to Allstate by Sears, Roebuck & Co., as 
testified to before your committee by a witness for Allstate. The total then 
would be $681,206,927. 

While NYFIRO has a number of large fire insurance companies among its 
members and subscribers, its members and subscribers in general are relatively 
small fire insurance companies. Among the 191 stock companies, there are 106 
companies (members and subscribers) the capital and surplus of each of which 
is $10 million or less. The combined capital and surplus of those 106 stock fire 
insurance companies is $359,148,182. 

Among the 70 mutual subscribers of NYFIRO, there are 60 companies, the 
policyholders’ surplus of each of which is $10 million or less. The combined 
policyholders’ surplus of these 60 mutual companies is $208,318,170. 

The combined capital and surplus of these 166 stock and mutual members and 
subscribers of NYFIRO is $567,466,352. Thus, the combined capital and surplus 
of the North America Cos. and Allstate exceeds the combined capital and surplus 
of 166 members and subscribers of NYFIRO. A number of these members and 
subscribers individually have a capital and surplus which is less than one-half 
of 1 percent of the combined capital and surplus of the North America Cos. and 


Allstate, and less than 1 percent of the capital and surplus of the North America 
Cos. or Allstate alone. 


14 Actually there were 134 exhibits. 
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No one of these relatively small fire insurance companies is in position to com- 
pat, on an administrative and judicial level, a large fire insurance company using 
inadequate rates. A small insurance company standing alone would be at the 
mercy of illegal rates. 

The only way that the small fire insurance company can obtain a measure of 
protection against the conditions pictured in this statement is through the joint 
efforts of NYFIRO and other rating organizations, of which they are members 
and subscribers and to which they look for protection against inadequate rate 
filings. 

The large fire insurance companies which are members and subscribers of 
NYFIRO made no attempt to join Allstate and the North America Cos. in a war 
of inadequate rates, but maintained their membership in NYFIRO to safeguard 
the industry while the effort was made by NYFIRO to obtain a correction of 
what was regarded as an unjust condition. The insurance department had 
decided in effect that an insurance company coming into the State of New York 
without any prior experience could obtain a rate cut based on “belief,” “ex- 
pectancy,” “grope,” and “speculation.” It had decided in effect that subsidiza- 
tion was no element to take into consideration on an application for cut rates. 
It had decided in effect that a company could obtain a cut rate notwithstanding 
the fact that the fire insurance industry and the company individually had 
sustained severe underwriting losses in the classes under review. It had de- 
cided in effect that the adequacy of rates by class is related to the financial 
status of the applicant. 

These were issues of transcendant importance to the members and subscribers 
of NYFIRO, to the fire insurance industry, and to the insuring public in gen- 
eral. NYFIRO was not willing to permit the decisions to rest at the administra- 
tive level. It, therefore, proceeded with petitions for judicial review, in order 
that the rules by which the fire insurance industry was to be governed could 
be finally settled. NYFIRO was seeking by judicial review to have deter- 
mined the rights of cooperative ratemaking, the meaning of “reasonable com- 
petition,” the meaning of “adequacy of rates by class,” * the meaning of “all 
factors reasonably attributable to the class of risk” * and the meaning of other 
sections of the 1948 legislative amendments which contained no specific defini- 
tions of terms, and which never have been interpreted by a court of final 
jurisdiction. 

NYFIRO possesses and should continue to have the right to demand a re- 
view of filings if, in the opinion of NYFIRO, such filings are in violation of the 
standards of the insurance law- This is necessary for the protection of the 
members and subscribers of NYFIRO and the general insuring pubiic, to the end 
that competitive rates as filed shall be reasonable, adequate, free from unfair 
discrimination, and otherwise in conformity with the standards of the rat'ng 
article of the insurance law. 


(8) NYFIRO as an aggrieved party 


Section 186(3) of the insurance law provides that proceedings to test whether 
arate filing is in conformity with the standards of the act may be instituted 
won the initiative of any aggrieved person or organization. The word “or- 
ganization” can refer only to the rating organization, named as such in section 
186(1) of the act. 

When the question first arose as to whether NYFIRO was an aggrieved party 
in connection with the first North America Cos. proceedings, the superintendent 
of insurance ruled in his decision as follows: 

“The argument of the North America Cos. that NYFIRO and the intervening 
insurers are not aggrieved parties and that the superintendent has no power to 
call this hearing is without merit and the motion to dismiss this proceeding 
for lack of jurisdiction is denied.” ™ 
This was on September 14, 1954. 

On January 27, 1955, the Insurance Department of the State of New York 
in the Allstate matter held that NYFIRO was not an aggrieved party. This 
holding, however, was reversed by the appellate division of the Supreme Court 
inits decision in the Allstate matter on December 9, 1958. 





BSec. 183(1b). New York insurance law. 

% See, 183(1—d). New York insurance law. 

"See app., exhibit 18 for decision of U.S. District Court, District of Columbia, denying 
motion of North America Cos. and holding that an insurance company, a member of the 
District of Columbia Rating Organization, is an aggrieved party and may test the suf- 
ficiency of rate filings. (National Capital Ins. Co. v. Jordan, 148 Fed. Supp. 317 (1957)). 
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On July 8, 1959, the court of appeals affirmed the opinion of the appellate q. 
vision, without opinion, holding that NYFIRO is an aggrieved party. 

The attorney general of the State of New York recognized the right of NYFIR9 
as an aggrieved party in his brief filed in the court of appeals on December 
1954, in connection with the judicial review of the first decision by the superip. 
tendent of insurance in the North America matter, as previously indicateg” 

The history of the all-industry bill ® and of the 1948 legislative amendments ty 
the insurance law of the State of New York” indicates clearly that all fijj 
whether made by a rating organization or an independent or deviating company, 
were to be subject to review upon request by an aggrieved person or rating op. 
ganization upon the issue whether the filings conform to the standards of the 
rating law. 

If the independent companies are correct in their contention, they would haye 
a right to contest any filings made by NYFIRO on behalf of its members and gyp. 
seribers, while NYFIRO could not contest an independent filing. This wong 
create a situation in which the small insurance company would find itself at the 
mercy of rate-cutting insurance companies using inadequate rates. 

In the absence of such statutory provisions and rights,” there would be no 
way of obtaining a judicial review of a decision of an insurance department 
which authorized or approved inadequate or otherwise illegal rates filed by an 
independent or deviating company. Certainly, the filing organization or ¢op. 
pany would not seek judicial review of a decision in its favor, and no one else 
would have the power or right to contest it. Such a situation would create g 
chaotic condition in the insurance business. 


X. DELAY AND HARASSMENT 


The North America matter started with the appropriation of NYFIRO’s work 
product without its consent. This certainly was not “the development of ney 
and better forms of coverage.” If anyone suffered harassment, it was NYFIRO0. 
NYFIRO did not and does not seek to harass or coerce anyone. 

That NYFIRO was justified in its position in the matters embraced in this 
statement is indicated by the fact that the insurance department sustained the 
position of NYFIRO, in part, in all five matters under review. In the North 
America Cos. installment premium endorsement matter, a number of the ob- 
jections by NYFIRO were sustained by the insurance department, and the North 
America companies amended their plan accordingly. After hearings requested 
by NYFIRO, the insurance department directed an increase in the rates by All 
state and by Government Employees Insurance Co. It granted to the North 
America Cos. an increase in extended coverage rates in 1955, subsequent to the 
date of the request by NYFIRO for a hearing, because the rates which had been 
granted to such companies for extended coverage in 1954, without a hearing, 
were concededly inadequate. In the commercial property coverage matter, prior 
to the time that the North America Cos. requested a formal hearing the insur 
ance department had sustained the position of NYFIRO and had held that the 
North America filings were in violation of the insurance law. 

NYFIRO has not attempted to delay the administrative or judicial proceed- 
ings.“ The insurance department had granted the reduction in rates to both 
North America Cos. and Allstate without a hearing. NYFIRO’s requests for 
hearings as an aggrieved party were made promptly. 

The North America Cos. matter consisted of two separate and distinct and 
different judicial proceedings. One was related to the protection of property 
rights of NYFIRO and the other to the question whether the North America 
filings conformed to the standards of the rating law. 

Allstate Insurance Co. initiated a judicial review of the decision of the insur 
ance department prior to the NYFIRO petition for judicial review of the same 
decision. 

Any adjournments during the course of the judicial proceedings were on con 
sent of all parties. 


18 See appendix, exhibit 9. 
18 See appendix, exhibit 7. 

2 See appendix, exhibit 17. 

21 Sec. 186(3). New York insurance law. 
2 See app., exhibits 3, 9, 10, and 15. 
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NYFIRO, in initiating judicial review,” sought to obtain a judicial interpre 
tation of sections of the rating law under review, a number of which had come 
into being in 1948 and had not been judicially passed upon. In doing so, it was 
geking to obtain a decision from the highest appellate court which would outline 
and determine the guiding principles pursuant to which its members and sub- 

rs must operate their business (see app., exhibit 21). 

ghe objections made by NYFIRO to certain filings were made pursuant to 

gatutory right to do so. These objections were, in material parts, sustained at 

administrative level. What the North America Cos. have character- 
ged before this subcommittee as harassment has been the exercise by NYFIRO, 
in good faith. of its right to review inadequate rates to the end that the stand- 
ards of the rating law be maintained. 


iL ANSWER BY NYFIRO TO A NUMBER OF CONTENTIONS MADE BEFORE THIS COMMITTEE 


A number of contentions have been made by witnesses appearing before this 
committee which are inaccurate and misleading. These are answered as fol- 


WS: 

(i) NYFIRO initiated no campaign. It pursued its legal rights to contest 

mites Which, in its opinion, were inadequate and in violation of the insurance 
jaw. 
(2) The purpose of NYFIRO was not to prevent independent competitive 
ation or to maintain rigid uniform rates and policy forms. It was, as herein 
filly indicated, to protect cooperative ratemaking against what, in its opinion, 
yas unlawful competition by loss leaders in violation of the insurance law. 

(3) Any provisions in the all-industry bill designed to guarantee so-called 
empetitive freedom are subject to the requirement that all filings must conform 
tp the standards that rates must be reasonable, adequate, and free from unfair 
discrimination. 

(4) NYFIRO was not trying to prevent competition, but only seeking that 
empetition be reasonable and in conformity with the standards of the ratjng 
law. 
(5) The right of the North America Companies to have competitive dwellings 
mtes was not and could not have been placed in litigation until after the de 
dsion of the insurance department in 1957, and therefore has not been in litiga- 
tion for 5 years. 

(6) Small insurance companies could not follow an independent course, if it 
meant filing rates to compete with inadequate rates. Small companies, subject 
this kind of open and unbridled competition, have faced and still face a 
vrious threat to their financial stability. 

(7) Freedom of action for insurance companies does not mean that inde- 
pndent and deviating companies are not bound by any standards while those 
surance companies making rates cooperatively are alone bound by the 
standards. 

(8) Objections filed to inadequate rates and loss leaders do not interfere 
vith reasonable competition. Such objections are the only method by which 
werieved parties may seek and obtain a remedy in face of rate filings in viola- 
tin of the standards of the insurance law. 

(9) The purpose of judicial review was not to obstruct competition, but to 


| ditain judicial construction of sections of the rating law enacted in 1948. 


(10) State insurance commissioners have not sustained filings, the sufficiency 
if which was questioned by NYFIRO. As indicated herein, NYFIRO’s position 
was Sustained in part in the North America, Allstate, and Government Em- 
jloyees matters. 

(il) NYFIRO does not object to competitive opportunity for those insurance 
companies which desire to act independently or to deviate. It deems it, how- 
wer, in the public interest that, since all rates are required to conform to the 
standards of the rating law, any aggrieved person or organization should have 
. right to question the use of loss leaders or inadequate rates in the insurance 
siness. 





The superintendent of insurance expressed a desire for judicial review of his decisions 
inthe North America and Allstate matters. (Folios 1358, 1360, 1376, Record on Appeal, 
Cullen v. Holz and North America, Appellate Division, 1st Dept. 7 A.D. 2d 990.) At folio 
Wi6: “Mr. Holz: * * * And may I say to you that one of the reasons why I was very 
thd to grant this hearing, as I did in the Allstate, was to give you an opportunity to 


tains me in court, and as I said before and I’ll say again, I welcome a review. Don’t 
e,” 
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CONCLUSION 


No average size insurance company which is a member or sub of 
NYFIRO has the resources to engage alone in the struggle to maintain the in. 
surance business on a sound, equitable basis. 

If any harassment has been practiced in this situation, it has been the harag. 
ment of the industry as a whole by insurance companies bent upon a 
to devitalize the standards and eventually destroy cooperative rat 
They have advocated that rating organizations be permitted to continue, but 
rating organizations cannot long continue if their rates are to be based 
experience, while independents are to be permitted to have loss leaders Without 
regard to the standards of the rating law. 

If in the statements made to this committee the right of competition referpeg 
to is competition which is open and unreasonable, giving the independent ang 
the deviator the absolute right to fix the selling price, without restriction ang 
without conformity with the standards, while the companies acting in concer 
in the making of rates are to be bound by standards, the insurance industry wij 
find itself back to the conditions prevailing prior to the initiation of rate 
in concert, when rate wars and chaos were the order of the day. Under epngj. 
tions such as these, the largest insurance companies could survive, but it would 
eventually mean the concentration of the insurance business in the hands of, 
few large companies, with the consequent insolvency and liquidation of th» 
small companies. This would not be in the interest of the insuring publie 

One of the basic problems in the insurance industry was aptly described 
Senator Estes Kefauver in his opening statement at a hearing of this subeom. 
mittee on July 9, 1957, as follows: 

“There is substantial agreement that part of the rapid growth of the large 
corporations has not been due to greater efficiency but to such factors ag epp. 
solidations, mergers, acquisitions, the destruction of small business through 
discrimination, and similar unfair and oppressive practices.” [Italic added) 

As long ago as 1939, the then superintendent of insurance, Louis H. Pink, 
prophesied the situation as follows : * 

“If the sole tests were only the company’s own experience and financial ability, 
it is also obvious that a few very large and strong companies with the advantage 
of a substantial deviation could precipitate a competitive condition which would 
soon bring insolvency to a number of small companies.” 

The record indicates that the work of NYFIRO is essential in the interests 
of the insurance industry and the insuring public, in the preservation of the 
standards of ratemaking, to the end that rates shall be reasonable, adequate, and 
not unfairly discriminatory. NYFIRO does not oppose, nor has it attempted 
to destroy, independent filings or deviations. It has sought to obtain correetion 
of inadequate rates, and judicial interpretation of the amendments to the New 
York rating law adopted after the passage of Public Law 15. NYFIRO doesnot 
contend that rates must be uniform but it has been opposed, and still is opposed, 
to the destruction of the standards of the rating law. 


% (Legislative Document No. 33, 1939, New York Insurance Department report, pt, 1. 
Fire and Marine, p. 47.) 








